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FOLLOWING THE MONEY: REPORT OF THE 
SPECIAL INSPECTOR GENERAL FOR THE 
TROUBLED ASSET RELIEF PROGRAM 
[SIGTARP] 


TUESDAY, JULY 21, 2009 

House of Representatives, 
Committee on Oversight and Government Reform, 

Washington, DC. 

The committee met, pursuant to notice, at 10 a.m., in room 2154, 
Rayburn House Office Building, Hon. Edolphus Towns (chairman of 
the committee) presiding. 

Present: Representatives Towns, Cummings, Kucinich, Tierney, 
Clay, Watson, Lynch, Connolly, Quigley, Kaptur, Van Hollen, 
Cuellar, Speier, Driehaus, Issa, Burton, Mica, Duncan, McHenry, 
Bilbray, Jordan, Flake, Fortenberry, Chaffetz, and Schock. 

Staff present: John Arlington, chief counsel, investigations; Bev- 
erly Britton Fraser, counsel; Kwane Drabo and Katherine Graham, 
investigators; Jean Gosa, clerk; Adam Hodge, deputy press sec- 
retary; Carla Hultberg, chief clerk; Phyllis Love and Christopher 
Sanders, professional staff members; Mike McCarthy, deputy staff 
director; Jesse McCollum, senior advisor; Leah Perry, senior coun- 
sel; Jason Powell, counsel and special policy advisor; Ophelia Rivas, 
assistant clerk; Jenny Rosenberg, director of communications; Jo- 
anne Royce, senior investigative counsel; Ron Stroman, staff direc- 
tor; Lawrence Brady, minority staff director; John Cuaderes, mi- 
nority deputy staff director; Jennifer Safavian, minority chief coun- 
sel for oversight and investigations; Frederick Hill, minority direc- 
tor of communications; Dan Blankenburg, minority director of out- 
reach and senior advisor; Adam Fromm, minority chief clerk and 
Member liaison; Kurt Bardella, minority press secretary; Chris- 
topher Hixon, minority senior counsel; and Brien Beattie and Mark 
Marin, minority professional staff members. 

Chairman TOWNS. We will come to order. Good morning and 
thank you for being here. 

The Troubled Asset Relief Program [TARP], has evolved into a 
program of unprecedented scope, scale and complexity. TARP funds 
are being used in connection with 12 separate programs under 
which the Treasury has already committed $643 billion and spent 
$441 billion. 

Today we will hear from the Special Inspector General for TARP, 
Neil Barofsky, as he presents his quarterly report to Congress. His 
findings, quite frankly, are astonishing. 

( 1 ) 
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According to the IG, “TARP has become a program in which tax- 
payers are No. 1, not being told what TARP recipients are doing 
with their money; No. 2, have not been told what their investments 
are worth; and No. 3, will not be told the full details of how their 
money is being invested.” 

He found that even though Treasury receives monthly reports on 
the value of TARP investments, it will not make that information 
public. Incredibly, the Treasury Department has taken the position 
that it will not even ask TARP recipients what they are doing with 
the taxpayers’ money. In short, taxpayers now have a $700 billion 
spending program that is being run under the philosophy of don’t 
ask, don’t tell. 

However, this committee has been asking a lot of questions about 
last fall’s financial meltdown and its consequences. The key ques- 
tion is this: Are these programs being run for the benefit of the 
American taxpayers who are funding them or for the benefit of 
Wall Street? That is the question. Without more transparency in 
these programs, we cannot answer that question for sure. But what 
we have learned from the IG is not encouraging. 

Treasury has hired nine private firms to be asset managers for 
the Public-Private Investment Program. All of these large firms are 
engaged in extensive private investment activities. According to the 
Special IG, this arrangement is vulnerable to conflicts of interest, 
collusion, and money laundering. Yet Treasury is allowing these 
firms to share information between employees who make invest- 
ment decisions on behalf of the Government and those who manage 
private funds. This arrangement is further indication that Federal 
financial regulation is a bit too cozy with Wall Street. 

Meanwhile, lending to American businesses and consumers re- 
mains weak. Some firms claim to have used TARP funds to in- 
crease lending but others have used it to acquire other businesses 
or shore up their own balance sheets and then award bonuses to 
employees. There is no evidence that Treasury has made any at- 
tempt to determine whether TARP funding has resulted in in- 
creased lending and whether that has had any effect on reducing 
unemployment. 

I also want to voice my deep concern over recent news that 
Treasury has requested a legal opinion from the Department of 
Justice challenging the Special Inspector General’s independence. 
Congress would not have established a Special Inspector General 
to oversee the TARP if all we wanted was a yes man or yes woman 
that Treasury could ignore. It is critical that oversight, investiga- 
tions, and audits of TARP remain unencumbered. Congress may 
have given Treasury some leeway when it comes to the TARP but 
we didn’t give them a blank check. 

The problem is that we can’t even say whether the TARP pro- 
grams are working or not because the information that would allow 
Congress and the taxpayers to analyze whether they are getting a 
good return on their investments has not been made available. 

I hope today’s hearing and the Special IG’s report will be a wake- 
up call to the Treasury and the Federal Reserve that our financial 
system cannot be run behind closed doors. Again, I want to thank 
Mr. Barofsky for appearing today. I look forward to his testimony. 
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At this time, I yield time to the ranking member from the great 
State of California, Congressman Issa. 

[The prepared statement of Chairman Edolphus Towns follows:] 
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Good morning and thank you for being here. 

The Troubled Asset Relief Program - known as TARP 
- has evolved into a program of unprecedented scope, 
scale, and complexity. TARP funds are being used in 
connection with 12 separate programs, under which 
Treasury has already committed $643 billion and spent $441 
billion. 

Today we will hear from the Special Inspector General 
for TARP, Neil Barofsky, as he presents his quarterly report 
to Congress. His findings, quite frankly, are astonishing. 

According to the IG, “the TARP has become a program 
in which taxpayers: (1 ) are not being told what TARP 
recipients are doing with their money; (2) have not been told 
what their investments are worth; and (3) will not be told the 
full details of how their money is being invested. 



5 


- 2 - 

He found that even though Treasury receives monthly 
reports on the value of TARP investments, it will not make 
that information public. Incredibly, the Treasury Department 
has taken the position that it will not even ask TARP 
recipients what they are doing with the taxpayers’ money. 

In short, the taxpayers now have a $700 billion 
spending program that’s being run under the philosophy of 
“Don’t ask, don’t tell.’’ 

However, this Committee has been asking a lot of 
questions about last fall’s financial meltdown and its 
consequences, and the key question is this: are these 
programs being run for the benefit of the American taxpayers 
who are funding them, or for the benefit of Wall Street? 

Without more transparency in these programs, we 
cannot answer that question for sure. But what we have 
learned from the IG is not encouraging. 

Treasury has hired nine private firms to be asset 
managers for the Public-Private investment Program. All of 
these large firms are engaged in extensive private 
investment activities. 

According to the Special IG, this arrangement is 
vulnerable to conflicts of interest, collusion, and money 
laundering. Yet Treasury is allowing these firms to share 
information between employees who make investment 
decisions on behalf of the government and those who 
manage private funds. 

This arrangement is further indication that Federal 
financial regulation is a bit too cozy with Wall Street. 
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Meanwhile, lending to American businesses and 
consumers remains weak. Some firms claim to have used 
TARP funds to increase lending, but others have used it to 
acquire other businesses or shore up their own balance 
sheets - and then award bonuses to employees. 

There is no evidence that Treasury has made any 
attempt to determine whether TARP funding has resulted in 
increased lending and whether that has had any effect on 
reducing unemployment. 

I also want to voice my deep concern over recent news 
that Treasury has requested a legal opinion from the 
Department of Justice challenging the Special Inspector 
General’s independence. 

Congress would not have established a Special 
Inspector General to oversee the TARP if all we wanted was 
a ‘yes man’ that Treasury could ignore. It is critical that 
oversight, investigations, and audits of TARP remain 
unencumbered. 

Congress may have given Treasury some leeway when 
it comes to the TARP, but we didn’t give them a blank check. 

The problem is we can’t even say whether the TARP 
programs are working or not, because the information that 
would allow Congress and the taxpayers to analyze whether 
they are getting a good return on their investment has not 
been made available. I hope today’s hearing, and the 
Special IG’s report, will be a wake-up call to the Treasury 
and the Fed that our financial system cannot be run behind 
closed doors. 
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Again, I want to thank Mr. Barofsky for appearing today, 
and I look forward to his testimony. 

### 
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Mr. ISSA. Thank you, Mr. Chairman. Thank you again for this 
vigorous oversight. 

As you have said so often, all we ask for is transparency. Today 
we will hear that all we are not getting is transparency. 

Mr. Chairman, because I am going to include them in my open- 
ing statement, I would like to ask unanimous consent that three 
pieces he put in the record. The first, Mr. Chairman, is your letter 
to Tim Geithner asking that he specifically include the rec- 
ommendations of the Special IG, something which I am not sure 
there is an answer to, but it is from February 5th. The second is 
today’s New York Times that says “Big Estimate, Worth Little, on 
Bailout.” I suspect that will be referred to many times today. 

The third is because it is related to TARP and to a case recently 
settled against the Government. I have a letter in response to a let- 
ter from myself, on which the chairman has been copied, from 
Maurice Hank Greenberg concerning his continued willingness to 
arbitrate rather than to litigate the disputes which so far he has 
been winning. 

Chairman Towns. Without objection, so ordered. 

Mr. IsSA. Thank you, Mr. Chairman. 

Today we are going to hear about a $23.7 trillion figure related 
to the TARP. Additionally, we are going to hear that the full trans- 
parency, which we asked for and which this President and this ad- 
ministration have promised, is being blocked by the bureaucracy 
that often seems to say, “just trust us and we will deliver.” Now, 
just trust us and we will deliver, quite frankly, I am not making 
the comparison except for the purpose of people understanding why 
we can’t trust, Bernie Madoff said, “trust us, we have high re- 
turns.” 

The fact is Treasury is saying, “trust us because you really don’t 
have $23.7 trillion at risk.” As a matter of fact, effectively they are 
saying that the only thing at risk is a fraction of the $700 billion 
that we have committed. Mr. Chairman, nothing could be further 
from the truth. Over my decades in business, one thing I learned 
was that insurance policies cost money because the amount insured 
is, in fact, at risk. 

Anyone who thinks that we mark to market assets to half of 
their original value with some regularity, when they include toxic 
assets and written-down homes, and then believes that there would 
be no risk in guaranteeing those, particularly Freddie, Fannie and 
the other guarantees that are out there, is simply living in a dream 
world. If we underwrite in various forms over $23 trillion, we will 
in fact have losses. There are no gains, for all practical purposes, 
in these assurances so they are not offset by profits. 

In the case of the TARP directly, and I know we are going to 
hear from the Special IG today, there will be some good news. 
There already has been some return and some profit on moneys ex- 
tended in the TARP. That is not so of many of our guarantees. 
Most of our guarantees are, in fact, insurance without cost to both 
profit and nonprofit organizations. 

Mr. Chairman, I believe that this administration desperately 
wants the kinds of transparency that will allow us to uncover po- 
tential insider trading or cozy relationships between the part of a 
trading organization which is trading for the Government and the 
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part which is trading for itself. I believe only through our vigorous 
oversight will this administration be able to create a kind of sand- 
wich where on one side is the President asking for transparency, 
on the other side is the Congress demanding it, and in the middle 
is the IG trying to overcome a bureaucracy that has always been 
able to outlast administrations and chairmanships. 

Mr. Chairman, today we have to make sure that this Special IG 
goes back with the clear message that Congress will not be out- 
lasted. Our patience is running out for the transparency promised 
by the administration, promised by the Congress, and not yet deliv- 
ered by the people who transcend administrations one after an- 
other. 

Mr. Chairman, I look forward to the testimony of the Special IG 
and I commend you for continuing this vigorous oversight. I yield 
back the balance of my time. 

[The prepared statement of Hon. Darrell E. Issa follows:] 
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Mr. Chairman, thank you for calling today’s hearing. 

I appreciate Mr. Barofsky’s appearance before the committee today. Congress intended SIGTARP to 
provide oversight of the federal government's bailout efforts, and that’s exactly what Mr. Barofsky and his 
staff are doing. SIGTARP’s current report to Congress identifies numerous failures of the Treasury 
Department to provide transparency and prevent fi^ud, and these failures are undermining the American 
people’s faith in their government. 

When President Obama came to office, he promised to implement TARP “with the highest degree of 
accountability and transparency possible.” As a presidential candidate, Mr. Obama criticized the Bush 
Administration’s “failure to track how the money has been spent.” Once again, we’ve learned that this 
Administration has abandoned its promise to the American people and is preventing the taxpayers from 
accessing information about how their money is being spent. 

Mr. Chairman, more than four months ago you wrote Secretary Geithner encouraging him to adopt all of 
SIGTARP’s original recommendations prior to awarding any additional TARP funds. Not only has Mr. 
Geithner ignored your request, but he has spent billions more of taxpayer money without providing the 
transparency that SIGTARP has repeatedly recommended. For example. Treasury has refused repeated 
requests from SIGTARP and the Congress to require TARP recipients to report on their use of taxpayer 
funds, calling such reporting “meaningless.” However, we’ve learned from SIGTARP’s first completed 
audit that almost all banks surveyed by SIGTARP were able to provide meaningful information about how 
they are utilizing TARP funds. 

One interesting result of this audit is that nearly one-third of the banks reported the use of TARP funds to 
purchase mortgage-backed securities primarily insured by Fannie Mae and Freddie Mac, which are now 
explicitly backed by the federal government. SIGTARP’s audit notes that the banks targeted these securities 
precisely because of the safety associated with them; if the underlying mortgage borrower default, the 
American taxpayers foot the bill. 

Treasury’s repeated refusal to require TARP recipients to report on their use of taxpayer money is 
particularly troubling in light of the fact that technology exists and is readily available to follow the money. 
This Committee has learned through expert testimony that extensible Business Reporting Language 
(“XBRL”), an XML-based technology standard for business information, has the potential to make financial 
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information disclosure more transparent and more accessible to regulators, investors, and the general public. 
XBRL is already in place as a r^orting standard in approximately 40 cbuntries around the world, including 
China. Banks in the United States are currently required to disclose information to the FDIC in XBRL 
format, and the SEC recently approved a final rule mandating the use of XBRL for all public company 
reporting, with some companies required to comply stating in June of 2009. 1 am proud, Mr. Chairman, to 
have your support on H.R. 2392, which would mandate the use of a single data standard for the reporting of 
financial information and bring real transparency to TARP and financial markets. 

SIGTARP’s report also sheds light on several problems related to the Administration’s plan to provide 
taxpayer funds to leverage private sector purchases of toxic assets, the so-called “Public-Private Investment 
Program,” or PPIP. Treasury has repeatedly refused to adopt SIGTARP’s recommendation that Treasury 
require the imposition of an informational barrier or “wall” between the private fund managers making 
decisions about which toxic assets to purchase using taxpayer-funded leverage and those employees of the 
companies who manage non-PPIP funds. Treasury is effectively insisting that not only must taxpayer money 
be used to leverage the purchase of toxic assets, but also that the fund managers have the freedom to 
manipulate inside information about these purchases for their private profit, through insider trading or by 
inflating the value of other assets on their books. This type of market manipulation should be prevented, not 
facilitated, by the Treasury Department. 

As the Special Inspector General for TARP notes in his written testimony, “TARP has become a program in 
which taxpayers (i) are not being told what most of the TARP recipients are doing with their money, (ii) 
have still not been told how much their substantial investments are worth, and (iii) will not be told the full 
details of how their money is being invested.” Treasury’s continued unwillingness to provide basic 
transparency despite numerous recommendations of SIGTARP and the intent of Congress is simply 
unacceptable and violates one of President Obama’s most basic and fundamental promises to the American 
people. 

Mr, Chairman, the ramifications of the Treasury Department’s failure to provide transparency could not be 
more important. As SIGTARP notes in his written testimony, the total amount of taxpayer money on 
the line, across all of the federal government's bailout efforts, is S23.7 trillion. To put this number in 
perspective, total annual US GDP is about $14 trillion. This means that if ail of the potential losses of 
taxpayer money become a reality, the total amount of goods and services produced throughout our economy 
for almost two years would have to be entirely devoted to paying for these bailouts. 

What’s even more disturbing than the $23.7 trillion figure is the reality that Treasury is actively obstructing 
our ability to determine what the true value of the TARP investment is worth, what TARP recipients are 
doing with taxpayer dollars and how they are investing it. Until we have full transparency, we will never be 
able to know how much risk Treasury is assuming on behalf of the taxpayers. 

Thank you again, Mr. Chairman, for calling this hearing. 1 look forward to continuing to work closely with 
you to hold this Administration accountable for its use of taxpayer money through TARP and other 
government bailout efforts. 
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Big Estimate, Worth Little, on Bailout 

By FLO YD NOR RIS 

Just how much could the bailout of the financial system end up costing American taxpayers? 

Neil M. Barofsky, the special inspector general for the Troubled Asset Relief Progra m set up by the Tr eas ury 
Departme nt, came up with the largest number yet in testimony prepared for delivery Tuesday to a House 
committee. “The total potential federal government support could reach up to $23,7 trillion,” he stated. 

But in the report accompanying his testimony, Mr. Barofsl^ conceded the number was vastly overblown. It 
includes estimates of the maximum cost of programs that have already been canceled or that never got under 
way. 

It also assumes that every' home mortgage backed by Fa nnie Ma e or Freddie Mac goes into default, and all 
the homes turn out to be worthless. It assumes that every bank in America fails, with not a single asset worth 
even a penny. And it assumes that all of the assets held by money market mu tu al funds , including Treasury 
bills, turn out to be worthless. 

It would also require the Treasury itself to default on securities purchased by the Federal Reserve system. 

The sheer unreality of tire number did not stop some members of Congress from taking the estimate 
seriously. 

“The potential financial commitment the American taxpayers could be responsible for is of a size and scope 
that isn’t even imaginable,” said Representative Darrell E. Issa of California, the ranking Republican on the 
House Committee on Oversight and Government Reform, which will hold the hearing. “If you spent a million 
dollars a day going back to the birth of Christ, that wouldn’t even come close to just one trillion dollars — 
$23.7 trillion is a staggering figure.” 

Mr. Issa’s staff distributed a briefing memo for Republicans on the committee that quoted the testimony 
relating to the $23.7 trillion number, but did not mention any of the qualifications contained in the report. 

In an interview Monday evening, Mr. BarofelQf said he did not view his testimony as misleading. 

“We’re not suggesting that we’re are looking at a potential loss to the government of $23 trillion,” he said. 
“Our goal is to bring transparency', to put things in context.” 

Asked what he thought the maximum total cost could be, he replied that it was not his job to estimate that, 
and declined to give a figure. 
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Mr. Barofsky has no authority to im’estigate most of the programs he discussed. He came up with far smaller 
numbers for the Troubled Asset Relief Program, known as TARP, that he is charged with monitoring. Of the 
$700 billion appropriated by Congress, the Treasury has so for spent $441 billion, and about $70 billion of 
that has been repaid. 

“TARP does not operate in a vacuum,” Mr. Barofsky said in his prepared testimony. To properly evaluate that 
spending, “the context of these broader efforts” must be considered. 

That $23.7 trillion figure would amount to about $77,000 for every person in the United States, and would be 
almost $10 trillion more than the country’s entire economic output, which is $14.1 trillion. 

To reach that figure, Mr. Barofsky added up all possible Federal Reserve programs, and got a total of $6.8 
trillion. He figured the TARP program could end up costing $3 trillion, including possible spending by the 
Federal D eposit Ins u rance Corpor a tio n and the Fed. 

For those totals to be reached, every dollar invested by the government in banks would have to become 
worthless, and the banks would have to default on securities guaranteed by the F.D.I.C. All the collateral 
posted by the banks to get loans from the Fed would also have to become worthless. 

Added to those figures are $4.4 trillion in other possible Treasury programs, and $2.3 trillion in F.D.I.C. 
guarantees of deposits. The final $7.2 trillion comes mostly from various mortgage-related programs. 

Even if all those numbers somehow turned out to be accurate, the report conceded that the total would be 
smaller because "there is potential for double-counting of exposures where different federal agencies provide 
guarantees for the same financial institutions.” 

The report does not appear to discuss how total government obligations are increased when the Fed either 
guarantees or purchases Treasury securities. In the interview, Mr. Barofsky declined to address that 
question. 

Andrew Williams, a spokesman for the Treasury Department, called the figures “distorted” because they did 
not consider the value of the collateral posted for loan programs, as well as the value of securities the 
Treasury has received from banks. 

“These estimates of potential exposures do not provide a useful framework for evaluating the potential cost of 
these programs,” Mr. Williams said, according to Bloomberg New's. “This estimate includes programs at their 
hypothetical maximum size, and it was never likely that the programs would be maxed out at the same time.” 

He added that the United States had spent less than $2 trillion so far, and that much of that was backed by 
valuable assets. 

It may be the first time that $2 trillion appears to be a small number. 
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Chairman TOWNS. Thank you very much. I thank the gentleman 
for his statement. 

We will now turn to our first and only witness, Mr. Neil 
Barofsky. It is the long standing policy that we swear all of our 
witnesses in. Will you please stand and raise your right hand? 

[Witness sworn.] 

Chairman TOWNS. Let the record reflect that the witness an- 
swered in the affirmative. 

He is the Special Inspector General for the Troubled Asset Relief 
Program [SIGTARP]. Prior to assuming this position on December 
15, 2008, Mr. Barofsky was a Federal prosecutor in the U.S. Attor- 
ney’s Office for the Southern District of New York for more than 
8 years. In that Office, Mr. Barofsky was a senior trial counselor 
and headed the Mortgage Fraud Group, which investigated and 
prosecuted cases of mortgage fraud and securities fraud with re- 
spect to collateralized debt obligations. Notably, Mr. Barofsky led 
the broad investigation into the $55 trillion credit default swap 
market and is a recipient of the Attorney General’s John Marshall 
Award for his work. 

We welcome you, Mr. Barofsky. You are allowed as much time 
as you may consume. We generally give people 5 minutes. We 
thought about giving you 10 minutes but then I thought about the 
importance of it and so I said as much time as you may consume. 
But try to stay within 10 minutes. 

STATEMENT OF NEIL BAROFSKY, SPECIAL INSPECTOR 
GENERAL FOR THE TROUBLED ASSET RELIEF PROGRAM 

Mr. Barofsky. Thank you, Mr. Chairman. Mr. Chairman, Rank- 
ing Member Issa, and members of the committee, it is an honor 
and privilege to appear before you today and to present to you our 
quarterly report to Congress. In my testimony I would like to out- 
line what is contained in our quarterly report, section by section, 
going over some of the highlights. 

In Section 2 of our report, we do as we do in each of our quar- 
terly reports to summarize what has happened in the last 3 months 
in the TARP. This has been a busy quarter for the TARP. We have 
seen the expansion of several programs; the bankruptcy of General 
Motors and Chrysler, and the extraordinary Government support of 
those industries; and the expansion of the Mortgage Modification 
Program with the selection of servicers and the allocation of ap- 
proximately $18 billion in support of that program. 

We have seen paybacks of TARP money, more than $70 billion 
from Capital Purchase Program recipients, and the launch of the 
Public-Private Investment Program with the selection of nine asset 
managers and the commitment to provide up to $30 billion of tax- 
payer funds to fund that program. That is all laid out in Section 
2. 

In Section 3, we have attempted to put the TARP program in 
context. Originally started as a $700 billion program to purchase 
toxic assets from financial institutions, the TARP has expanded to 
12 separate programs involving up to $3 trillion. But it doesn’t 
stand alone in the support of the financial system from the Federal 
Government. Since 2007, more than 50 different programs from dif- 
ferent agencies have been announced, instituted, and implemented. 
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A lot of what we have seen when hearing about TARP recipients 
and their participation is that it is not a loan. A bank may have 
an investment from the TARP but also participate or issue debt 
with an FDIC guarantee or borrow money from the Federal Re- 
serve. 

There are so many numbers flying around that we thought to 
further the goal of transparency we wanted to put the TARP in the 
necessary context of these other programs. That is what we have 
done in Section 3. For each of the 50 programs, we put out three 
different numbers. One is the amount of money that is currently 
outstanding on each of those programs, which is about $3 trillion. 
Two is the high water mark from their inception until January 30, 
2009, which is about $4.7 trillion. The third number is the total ex- 
posure of each of these programs were they fully subscribed to, if 
each of the insurance contracts were used, all of the different pro- 
grams were used, and all the support in total, and that number to- 
tals $23.7 trillion. 

Now, since we have issued this report, there has been some 
harsh criticism coming from Treasury. I have seen some public 
statements that attack the numbers in our report as being inflated. 
One press comment said that a Treasury spokesman described 
them as ridiculous. We take offense to that. 

I think that if you look at the report, in context it is very clear 
where these numbers came from. They came from the Government 
itself These are all open source, public source information. This is 
from the Web sites of the Treasury and the Federal Reserve, and 
submissions to Congress. If the numbers are inflated, then it was 
the Government itself that inflated them, not us. 

Second, as far as the suggestion that we are trying to shock and 
awe with this number, again, I think that we have made very clear 
in this report in black and white what this number means. We ex- 
plain that this number involves programs that, yes, have termi- 
nated. We explain that some of these numbers are collateralized 
and that there is collateral. All that is set forth in black and white. 

But one thing is very clear: The number is basically just the ac- 
cumulation of what these 50 separate programs are and what the 
total amount of financial support that the Government has commit- 
ted to is. 

Frankly, this attack is a challenge to the basic transparency that 
we try to provide in this report so that Members of Congress and 
members of the public understand in total what is going on as part 
of the Government’s support of the financial system in this crisis. 

That brings us to our next section. Section 5 of the report, where 
we talk about our recommendations. One of our primary rec- 
ommendations brings us to the same issue of transparency. We 
have now been in existence for 7 months, my Office. Over those 7 
months we have been pushing, really from my 8th day in my Office 
when I made the first recommendation, to push for greater and 
greater transparency. That recommendation is one that we con- 
tinue to make today, that Treasury require TARP recipients to re- 
port on how they are using the money. 

Treasury has repeatedly refused to adopt this recommendation. 
As a result, in February we sent out letters to each and every fi- 
nancial institution to ask them directly to report to us to prove that 
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they can provide meaningful information, that there is a purpose 
to requiring banks to account for their use of funds. Yesterday we 
issued that audit result and the evidence is as we suspected. 

Contrary to Treasury’s suggestions, banks can and should be re- 
quired to report on how they are using funds. Banks reported a va- 
riety of different uses aside from just lending, as the chairman 
noted. They used it to acquire other financial institutions, to make 
investments in mortgage backed securities, and to pay down debt, 
all different forms of use of funds that can and should be verified 
and that can be part of the basic transparency of the TARP pro- 
gram. 

As we note in our recommendations, this is not the only rec- 
ommendation regarding transparency that has not been adopted. 
We set four different recommendations, including those related to 
basic concepts so taxpayers can know the value of the assets that 
they are the chief investors for. Treasury receives monthly reports 
on those valuation estimates but will not share them with the pub- 
lic. We think that, too, is a failure of transparency. 

Similarly, we have recommendations related to the TELF Pro- 
gram and the Public-Private Investment Program. They involve the 
basic concept of transparency so that one, the taxpayers can know 
what is going on with their investments; and two, as has been fa- 
mously quoted, “sunshine is the best disinfectant,” and it will dis- 
courage and deter bad behavior. 

In Section 1 of our report, we talk about what we have been 
doing for the past 3 months, namely building our Audit and Inves- 
tigations Divisions. We are concluding six audits this quarter. We 
have announced or are about to announce five separate audits. We 
talk about that. Our Investigations Division is continuing. We have 
35 open criminal investigations. 

We will continue to strive forward with bringing greater trans- 
parency to this program. Mr. Chairman, Ranking Member Issa, it 
is again a privilege to be here today to present this report, which 
we believe is an essential part of continued transparency. We have 
had more than 12 million hits to our Web site since we have start- 
ed and almost 700,000 downloads of our previous reports. I think 
that we act in deed as in word to bring this necessary trans- 
parency. 

I thank you for your indulgence on time. I look forward to an- 
swering any questions you may have. 

[The prepared statement of Mr. Barofsky follows:] 
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Chairman Towns, Ranking Member Issa and Members of the Committee, 1 am honored to appear 
before you today to deliver to this Committee my quarterly report to Congress. 

In the nine months since the Emergency Economic Stabilization Act of 2008 (“EESA”) authorized 
creation of the Troubled Asset Relief Program (‘TARP”), the U.S. Department of the Treasury 
(“Treasury”) has created 12 separate programs involving Government and private funds of up to 
almost $3 trillion. From programs involving large capital infusions into hundreds of banks and other 
financial institutions, to a mortgage modification program designed to modify millions of mortgages, 
to public-private partnerships using tens of billions of taxpayer dollars to purchase “toxic” assets 
from banks, TARP has evolved into a program of unprecedented scope, scale, and complexity. 
Moreover, TARP does not function in a vacuum but is rather part of the broader Government efforts 
to stabilize the financial system, an effort that includes dozens of inter-related programs operated by 
multiple Federal agencies. Thus, before the American people and their representatives in Congress 
can meaningfully evaluate the effectiveness of TARP, not only must the TARP programs themselves 
be understood, but also TARP’s scope and scale must be placed into proper context with the other 
Government programs designed to support the financial system. 

TARP IN FOCUS, AND IN CONTEXT 

TARP, as originally envisioned in the fall of 2008, would have involved the purchase, management, 
and sale of up to $700 billion of “toxic” assets, primarily troubled mortgages and mortgage-backed 
securities (“MBS”). That firework was soon shelved, however, and TARP funds are being used, or 
have been announced to be used, in connection with 12 separate programs that, as set fortli in Table 1 
below, involve a total (including TARP funds, loans and guarantees from other agencies, and private 
money) that could reach nearly $3 trillion. Through June 30, 2009, Treasury has announced the 
parameters of how $643. 1 billion of the $700 billion would be spent through the 1 2 programs. Of the 
$643.1 billion that Treasury has committed, $441 billion has actually been spent. 

As massive and as important as TARP is on its own, it is just one part of a much broader Federal 
Government effort to stabilize and support the financial system. Since the onset of the financial crisis 
in 2007, the Federal Government, through many agencies, has implemented dozens of programs that 
are broadly designed to support the economy and financial system. The total potential Federal 
Government support could reach up to $23.7 trillion. Any assessment of the effectiveness or the cost 
of TARP should be made in the context of these broader efforts. 
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TO rAL POTENTIAL FUNDS SUBJECT TO SIGTARP OVERSIGHT. AS OF 6'30.'2C09 ■ ^ 


Program 

Brief Description or Partiapant 

Total Projected 
Funding at Risk ($} 

Projected TARP 
Funding ($) 

Capita! Purchase Program (“CPP") 

investments in 649 banks to date; 8 institutions 
total $134 billion; recent $70.1 billion in 
capital repaymoite 

$218.0 

($ 70 , 1 ) 

$218.0 

($ 70 . 1 ) 

Automotive Industry Financing Program 
(“AIFP”) 

GM, Chrysler, GMAG, Chry^er Finanaai; 
received $130.8 million in loan repayments 
(Chrysler Financial) 

79.3 

79.3 

Auto Supplier Support Program {“ASSP”) 

Government-backed protection for auto parts 
suppliers 

5.0 

5.0 

Auto Warranty Commitment Program 
(“AWCP") 

Government-backed (>»x>tection for warranties 
of cars sold during the GM and Chrysler 
bankruptcy restructuring periods 

0,6 

0.6 

Uniocking Credit for Small Businesses 
{“UCSB") 

Purchase of securities backed by SBA loans 

15.0 


Systemicaily Signifirant Failing 

Institutions ("SSFl") 

AIG investment 

69.8 


Targeted investment Program ("TIP") 

Citigroup. Bank of America investments 

40.0 


Asset Guarantee Program ("AGP") 

Citigroup, ring-fence asset guarantee 

301.0 

5.0 

Term Asset-Backed Securities Loan 
Facility ("TALF”) 

FRBNY non-recourse ioans for purchase of 
asset-backed securities 

1,000.0 

80.0 

Making Home Affordable ("MHA") 

Program 

Modification of mortgage loans 

75.0 

50,0 

Public-Private Investment Program 
(“PPIP") 

Disposition of legacy assets; Legacy Loans 
Program, Legacy Securities Program 
(expansion ofTALF) 

500.0-1,000.0 

75.0 

Capital Assistance Program ("CAP") 

Capital to qualified tinanciai institutions; 
includes sti’ess test 

TBD 

TBD 

New Programs, or Funds Remaining for 
Existing Programs 

Potential additional funding related to CAP; other 
programs 

131.4 

131.4 

Total 


$2,365.0 -$2,865.0 

$699.0 

Note: See Table 2.1 in Section 2 for notes and sources related to the infomation cwMained hi this table. 


OVERSIGHT ACTIVITIES OF SIGTARP 

Since its April Quarterly Report, SIGTARP has been actively engaged in fulfilling its vital 
investigative and audit functions as well as in building its staff and organization. 
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SIGTARP’s Investigations Division has developed rapidly and is quickly becoming a 
sophisticated white-collar investigative agency, inirou^ June 30, 2009, SIGTARP has 35 ongoing 
criminal and civil investigations. These investigations include complex issues concerning suspected 
accounting fraud, securities fraud, insider trading, mortgage servicer misconduct, mortgage fraud, 
public corruption, false statements, and tax investigations. Two of SIGTARP’s investigations have 
recently become public: 

• Federal Felony Charges Against Gordon Gri^: On April 23, 2009, Federal felony 
charges were filed against Gordon B. Gtigg in the U.S, District Court for the Middle District 
of Tennessee, charging him with four counts of mail fraud and four counts of wire fraud. The 
charges are based on Grigg’s role in embezzling approximately $1 1 million in client 
investment funds that he garnered through false claims, including that he had invested $5 
million in pooled client funds toward the purchase of the TARP-guaranteed debt. Grigg 
pleaded guilty to all charges and is scheduled for saitencing on August 6, 2009. 

• FTC Action Against Misleading Use of “MakingHomeAffordable.gov”: On May 15, 
2009, based upon an action brought by the Federal Trade Commission (“FTC”), a Federal 
district court issued an order to stop an Internet-based operation that pretended to operate 
“MakingHomeAfFordable.gov,” the official website of the Federal Making Home Affordable 
program. According to the FTC’s complaint, the defendants purchased sponsored links as 
advertising on the results pages of Internet search engines, and, when consumers searched for 
“making home affordable” or similar search terms, the defendants’ ads prominently and 
conspicuously displayed “MaldngHomeAffordable.gov.” Consumers who clicked on this 
link were not directed to the official website, but were diverted to sites that solicit applicants 
for paid loan modification services. The operators of these websites either purport to offer 
loan modification services themselves or sold the victims’ personally identifying information 
to others. SIGTARP is providing assistance to FTC during the investigation. 

More than 50% of SIGTARP’s ongoing investigations were developed in whole or in part through 
tips or leads provided on SIGTARP’s Hotline (877-SIG-2009 or accessible at www.SIGTARP.gov). 
Over the past quarter, the SIGTARP Hotline received and analyzed more than 3,200 tips, running the 
gamut from expressions of concern over the economy to serious allegations of fraud. 

SIGTARP remains committed to being proactive in dealing with potential fraud in TARP. For 
example, the previously announced TALF Task Force, which was organized by SIGTARP to get out 
in front of any efforts to profit criminally from the Term Asset-Backal Securities Loan Facility 
(‘TALF”), has been expanded to cover the Public-Private Investment Program (“PPIP”). In addition 
to SIGTARP, the TALF-PPIP Task Force consists of the Inspector General of the Board of 
Governors of the Federal Reserve System, the Federal Bureau of Investigation, Treasury’s Financial 
Crimes Enforcement Network, U.S. Immigration and Customs Enforcement, the Internal Revenue 
Service Criminal Investigation Division, the Securities and Exchange Commission, and the U.S. 
Postal Inspection Service. 

On the audit side, SIGTARP is in the process of completing its first round of audits. SIGTARP 
issued yesterday its first formal audit report concerning how recipients of Capital Purchase Program 
(“CPP”) funds reported tlieir use of such funds. In February 2009, SIGTARP sent survey letters to 
more than 360 financial and other institutions that had completed TARP funding agreements through 
January 2009. Although most banks reported they did not segregate or track TARP fund usage on a 
dollar-for-dollar basis, most banks were able to provide insists into their actual or planned future 
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use of TARP funds. For some respondents the infiision of TARP funds helped to avoid a “managed” 
reduction of their activities; others reported that their lending activities would have come to a 
standstill without TARP funds; and others explained diat they used TARP funds to acquire other 
institutions, invest in securities, pay off debts, or that they retained the funds to serve as a cushion 
against future losses. Many survey responses also highli^ted the importance of the TARP funds to 
the bank’s capital base, and by extension, the impact of the funds on lending. In light of the audit 
findings, SIGTARP renews its recommendation that the Secretary of the Treasury require all TARP 
recipients to submit periodic reports to Treasury on their use of TARP funds. 

SIGTARP also has audits nearing completion examining the following issues: executive 
compensation restriction compliance, controls over external influences on the CPP application 
process, selection of the first nine participants for funds under CPP (with a particular emphasis on 
Bank of America), AIG bonuses, and AIG counterparty payments. In addition, SIGTARP is 
undertaking a series of new audits, as follows: 

• CPP Warrant Valuation and Disposition Process; The audit will seek to determine (i) the 
extent to which financial institutions have repaid Treasury’s investment under CPP and the 
extent to which the warrants associated with that process were repurchased or sold; and (ii) 
what process and procedures Treasury has established to ensure the Government receives fair 
market value for the warrants and the extent to which Treasury follows a clear, consistent, and 
objective process in reaching decisions where differing valuations of warrants exist. This audit 
complements a July 10, 2009, report by the Congressional Oversight Panel examining the 
warrant valuation process. 

• Follow-up Assessment of Use of Funds by TARP Recipients: This audit will examine use 
of funds by recipients receiving extraordinary assistance under the Systemically Significant 
Failing Institutions program, the Automotive Industry Financing Program, as well as 
insurance companies receiving assistance under CPP. 

• Governance Issues Where U.S. Holds Large Ownership Interests: The audit, being 
conducted at the request of Senator Max Baucus, will examine governance issues when the 
U.S. Government has obtained a large ownership interest in a particular institution, including: 
(i) What is the extent of Government involvement in management of companies in which it 
has made sizeable investments, including direction and control over such elements as 
governance, compensation, spending, and other corporate decision making? (ii) To what 
extent are effective risk management, internal controls, and monitoring in place to protect and 
balance the Government’s interests and corporate needs? (iii) Are there performance measures 
in place that can be used to track progress against long-term goals and tiraefiumes affecting 
the Government’s ability to wind down its investments and disengage from these companies? 
(iv) Is there adequate transparency to support decision making and to provide foil disclosure to 
the Congress and the public? 

• Status of the Government’s Asset Guarantee Program with Citigroup: The audit 
examining the Government’s Asset Guarantee Program (“AGP”) with Citigroup, based upon 
a request by Representative Alan Grayson, will address a series of questions about the 
Government’s guarantee of certain Citigroup assets through the AGP such as: (i) How was the 
program for Citigroup developed? (ii) What are the current cash flows from the affected 
assets? and (iii) What are the potential for losses to Treasury, the Federal Deposit Insurance 
Corporation, and the Federal Reserve under the program? 
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• Making Home Affordable Mortgage Modifkation Program: This audit will examine the 
Making Home Affordable mortgage modification program to assess the status of the program, 
the effectiveness of outreach efforts, capabilities of loan servicers to provide services to 
eligible recipients, and challenges confronting the program as it goes forward. 

SIGTARP’S RECOMMENDATIONS ON THE OPERATION OF TARP 

One of SIGTARP’s oversight responsibilities is to provide recommendations to Treasury so that 
TARP programs can be designed or modified to facilitate effective oversight and transparency and to 
prevent fraud, waste, and abuse. SIGTARP details ongoing recommendations concerning PPIP, 
TALF, and tracking use of funds and provides an update on the implementation of recommendations 
made in previous reports. Two categories of recommendations are worth highlighting in particular: 

Transparency in TARP Programs 

Although Treasury has taken some steps towards improving transparency in TARP programs, it has 
repeatedly failed to adopt recommendations that SIGTARP believes are essential to providing basic 
transparency and fulfill Treasury’s stated commitment to implement TARP “with the highest degree 
of accountability and transparency possible.” With one new recommendation made in this report, 
there are at least four such unadopted recommendations: 

• Use of Funds Generally: One of SIGTARP’s first recommendations was that Treasury 
require all TARP recipients to report on the actual use of TARP funds. Other than in a few 
agreements (with Citigroup, Bank of America, and AIG), Treasury has declined to adopt this 
recommendation, calling any such reporting “meaningless” in light of the inherent fimgibility 
of money. SIGTARP continues to believe that banks can provide meaningful information 
about what they are doing with TARP funds — in particular what activities they would not 
have been able to do but for the infusion of TARP funds. That belief has been supported by 
SIGTARP’s first audit, in which nearly all banks were able to provide such information. 

• Valuation of the TARP Portfolio: SIGTARP has recommended that Treasury begin 
reporting on the values of its TARP portfolio so that taxpayers can get regular updates on the 
financial performance of their TARP investments. Notwithstanding that Treasury has now 
retained asset managers and is receiving such valuation data on a monthly basis, Treasury has 
not committed to providing such information except on the statutorily required annual basis. 

• Disclosure of TALF Borrowers Upon Surrender of Collateral: In TALF, the loans are 
non-recourse, that is, the lender (Federal Reserve Bank of New York) will have no recourse 
against the borrower beyond taking possession of the posted collateral (consisting of asset- 
backed securities (“ABS”)). Under the program, should such a collateral surrender occur, 
TARP funds will be used to purchase the surrendered collateral. In light of this use of TARP 
funds, SIGTARP has recommended that Treasury and the Federal Reserve disclose the 
identity of any TALF borrowers that fail to repay the TALF loan and must surrender the ABS 
collateral. 

• Regular Disclosure of PPIF Activity, Holdings, and Valuation: In the PPIP Legacy 
Securities Program, the taxpayer will be providing a substantial portion of the funds 
(contributing both equity and lending) that will be used to purchase toxic assets in the Public- 
Private Investment Funds (“PPIFs”). SIGTARP is recommending that all trading activity, 
holdings, and valuations of assets of the PPIFs be disclosed on a timely basis. Not only 
should this disclosure be required as a matter of basic transparency in light of the billions of 



23 


taxpayer dollars at stake, but such disclosure would also serve well one of Treasury’s stated 
reasons for the program in the first instance: the promotion of “price discovery” in the illiquid 
market for MBS. Treasury has indicated that it will not require such disclosure. 

Although SIGTARP understands Treasury’s need to balance the public’s transparency interests, 
on one hand, with the interests of the participants and the desire to have wide participation in the 
programs, on the other. Treasury’s default position should always be to require more disclosure 
rather than less and to provide the investors in TARP — the American taxpayers — as much 
information about what is being done with their money as possible. Unfortunately, in rejecting 
SIGTARP’s basic transparency recommendations, TARP has become a program in which taxpayers 
(i) are not being told what most of the TARP recipients are doing with their money, (ii) have still not 
been told how much their substantial investments are worth, and (iii) will not be told the full details 
of how their money is being invested. In SIGTARP’s view, the very credibility of TARP (and thus in 
large measure its chance of success) depends on whether Treasury will commit, indeed as in word, to 
operate TARP with the hipest degree of transparency possible. 

Imposition of Information Barriers, or “Walls,” in PPIP 

In the April Quarterly Report, SIGTARP noted that conflicts of interest and collusion vulnerabilities 
were inherent in the design of PPIP stemming from the fact that the PPIF managers will have 
significant power to set prices in a largely illiquid market. These vulnerabilities could result in PPIF 
managers having an incentive to overpay significantly for assets or otherwise using the valuable, 
proprietary PPIF trading information to benefit not the PPIF, but rather the manager’s non-PPIF 
business interests. As a result, SIGTARP made a series of recommendations in the April Quarterly 
Report, including that Treasury should impose strict conflicts of interest rules. 

Since the April Quarterly Report, Treasury has worked with SIGTARP to address the 
vulnerabilities in PPIP, and SIGTARP made a series of specific recommendations, suggestions, and 
comments concerning the design of the program. Treasury adopted many of SIGTARP’s suggestions 
and has developed numerous provisions that make PPIP far better from a compliance and anti-fraud 
standpoint than when the program was initially announced. 

However, Treasury has declined to adopt one of SIGTARP’s most fundamental recommendations 
— that Treasury should require imposition of an informational barrier or “wall” between the PPIF 
fund managers making investment decisions on behalf of the PPIF and those employees of the fund 
management company who manage non-PPIF funds. Treasury has decided not to impose such a wall 
in this instance, despite the fact that such walls have been imposed upon asset managers in similar 
contexts in other Government bailout-related programs, including by Treasury itself in other TARP- 
related activities, and despite the fact that three of the nine PPIF managers already must abide by 
similar walls in their work for those other programs. 

If nothing else, the reputational risk that Treasury and the program could face if a PPIF manager 
should generate massive profits in its non-PPIF funds as a result of an unfair advantage, even if that 
advantage is not strictly against the rales, justifies the imposition of a wall. Failure to impose a wall, 
on the other hand, will leave Treasury vulnerable to an accusation that has already been leveled 
against it — that Treasury is using TARP to pick winners and losers and that, by granting certain firms 
the PPIF manager status, it is benefitting a chosen few at the expense of the dozens of firms that were 
rejected, of the market as a whole, and of the American taxpayer. This reputational risk is not one that 
can be readily measured in dollars and cents, but is rather a risk that could put in jeopardy the fragile 
trust the American people have in TARP and, by extension, their Government. 
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In addition to these recommendations, SIGTARP also makes additional recommendations, 
concerning other aspects of PPP and concerning the use of ratings agencies in TALF, 

Chairman Towns, Ranking Member Issa and Members of the Committee, 1 want to thank you 
again for this opportunity to appear before you, and I would be pleased to respond to any 
questions that you may have. 
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If 5 'ou are aware of fraud, waste, abuse, mismanagement or misrepresentations affiliated with the 
Troubled Asset Relief Program, please contact the SIGTARP Hotline. 


2 V Bj Phm: Call toll free: (877) SIG-2009 


By Fax: (202) 622-4559 


Hotline: Office of the Special Inspector General 
For The Troubled Asset Relief Program 

1801 L Street, NW, Suite 600 
Washington, D.C. 20220 


Press Inquiries 


Please contact our Press Office if you have any inquires: Kris Belisle, 

Director of Communications 


■s.nelisleiflldo.treas.pov 


202-927-8940 


Legislative Affairs 


Please contact our Legislative .Affairs Office for Hill inquires: Ix^ri Hayman 

Director of I,^gislative Affairs 


202-927-8941 


Obtaining Copies of Testimony and Reports 

I'o obtain copies of testimony and reports please log on to our website at \ 
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Chairman TOWNS. Thank you very much. We really appreciate 
your being here. 

I understand that Treasury collects monthly data showing the 
value of its TARP portfolio. Is there any reason why that should 
not be made public? 

Mr. Barofsky. In our view, absent some maybe very limited cir- 
cumstances, we believe it should be made public. One of the argu- 
ments that was offered against doing this was that it may impinge 
upon Treasury’s ability to liquidate some of those assets. But 
frankly, we think that just like any asset manager or any mutual 
fund, the investors have a right to know what the value of their 
assets are. Frankly, the one good example of when you don’t know 
is Ranking Member Issa’s example of a Madoff-type hedge fund 
where investors can’t see what is behind the numbers. We think 
this is an essential part of transparency. 

Chairman Towns. We are concerned about conflicts of interest. 
Treasury hired nine private firms to be asset managers for the 
TARP Public-Private Investment Program, including large compa- 
nies such as BlackRock, GE Capital Real Estate, Invesco, and oth- 
ers. All of these large firms are engaged in extensive private in- 
vestment activities. Yet Treasury has refused to require these firms 
to establish firewalls between their employees who makes invest- 
ment decisions on behalf of the Government and those who manage 
private funds. Why does Treasury oppose firewalls at these firms 
to prevent conflicts of interest and collusion? 

Mr. Barofsky. We have been pushing this recommendation over 
the last couple of months. We have consulted with the Eederal Re- 
serve Bank of New York, which operates similar programs. They 
have asset managers both buying and selling assets. Even Treas- 
ury itself, we have taken a look at some of their programs. One 
constant is that when asset managers receive market moving infor- 
mation and have the ability to or know about information to set 
market prices, a firewall comes attached to that responsibility in 
every program other than in the PPIP program. We have made this 
recommendation. 

In our quarterly report. Treasury has detailed, I think, in a 
lengthy letter their explanation as to why they are not requiring 
this. In short, they say it is not practical in this program for a vari- 
ety of different reasons. 

We strongly disagree. We think that the taxpayer is entitled to 
the exact same protection that the Eederal Reserve requires when 
it hires an asset manager. We believe the same protections should 
and must be part of the TARP program. 

Chairman Towns. Is there a downside to this? 

Mr. Barofsky. Treasury makes a number of different argu- 
ments. One is that it may be more expensive, that there may be 
a limit as to the firms that are willing to participate with a wall. 

All of these may be valid arguments, but from our perspective, 
tilting the scales are the tremendous dangers that come from not 
having a wall ranging from being able to take advantage of con- 
flicts of interest to wildly recognized profits in different parts of the 
firm to the reputational risk. People are going to ask the question, 
“why does BlackRock operate under a wall when they are manag- 
ing funds for the Eederal Reserve but not when they are managing 
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for the Treasury?” If there are incredible profits, there is going to 
be a lot of explaining that needs to get done. 

Chairman Towns. I find your testimony quite amazing. Do I un- 
derstand you correctly? Let me put it this way: Does Treasury ask 
TARP recipients what they are doing with the money? Do they ask 
them that question? 

Mr. Barofsky. Overall, no. They have asked Bank of America, 
CitiGroup, and AIG. They are the only capital recipients that are 
required to report the use of funds. Some of the other extraordinary 
assistance recipients also have reporting requirements. But as far 
as the rest of the recipients. Treasury says no. 

They say they won’t do it because it won’t be meaningful and it 
won’t be reliable information. So of course the question we ask is, 
if it is a meaningless exercise, why are you doing it with respect 
to CitiGroup, Bank of America, and very recently AIG? We haven’t 
really gotten an answer to that question. 

Chairman TOWNS. I think it is very, very important because in 
creating this in discussions early on, it was about job creation. I 
think that we need to have the information in terms of what they 
are doing with it. When I look at the fact that in the minority com- 
munity the unemployment rate is 15.5 percent, and of course it is 
running 9 percent generally, it appears to me that is a legitimate 
kind of question that should be raised because we feel and recog- 
nize that job creation is important. 

Mr. Barofsky. Of course, Mr. Chairman. I couldn’t agree with 
you more. What Treasury does is it puts out lending survey infor- 
mation. So it is already collecting information from each of the fi- 
nancial institutions reporting on lending. But as our audit dem- 
onstrates, that is only part of the story. It doesn’t talk about all the 
other things that banks are doing with TARP funds like invest- 
ments, retaining capital cushions against future losses, and all 
these types of things which go right to the heart of the question 
that you are posing. 

Chairman TOWNS. Let me ask you: Did the TARP recipients have 
any trouble telling you what they were doing with the money? 

Mr. Barofsky. We had a variety of responses. We had 364 re- 
sponses. Nearly every single financial institution was able to pro- 
vide us with meanin^ul information on this survey. 

I have to remind you, this is a voluntary survey. What we are 
recommending is that Treasury actually require this information. 
But we just asked and we still got very meaningful responses. 

Chairman TOWNS. Is there any reason why the public should not 
be told what is happening with the TARP money or how it is being 
used? 

Mr. Barofsky. I can’t think of one. The one argument that was 
presented to us was that it would be a meaningless endeavor. I 
think our audit report proves that to be false. I think that banks 
can and should be required to report on their use of funds. 

I think that this Congress can make better policy decisions. 
Frankly, I think it will assist the Treasury in making better deci- 
sions if they have a better understanding of what is being done 
with funds as we continue in the bailouts and the continuing ad- 
ministration of the TARP. 
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Chairman TOWNS. Thank you very much, Mr. Barofsky. I yield 
to the ranking member. 

Mr. ISSA. Mr. Chairman, before I begin my questioning, I am not 
sure that everyone understands that you came here on a day when 
others probably would have taken the day off. Mr. Chairman, is it 
actually true that today is your birthday? [Laughter and applause.] 

Chairman TOWNS. Thank you very, very much. 

Mr. IssA. That is the power of a chairman if I have ever seen it. 

Chairman Towns. Thank you so much. 

Mr. IssA. The coffee will be coming, Mr. Chairman. 

Chairman TOWNS. Thank you very much. I appreciate that. 
Thank you. 

Mr. IsSA. Mr. Chairman, just in case anyone thinks this isn’t a 
bipartisan committee, Jimmy Duncan has decided to have his 
birthday today just to make sure there was one on each side. 
[Laughter and applause.] 

Do your part. The chairman blew it out without even showing it. 
It is much harder as you go down the dais. Thank you, Mr. Chair- 
man. Your coffee is coming. 

Mr. Barofsky, I am not sure I can begin to tell you how pleased 
we are to have you here today. We are pleased for a number of rea- 
sons. 

I will read from that New York Times article, if I may. “Andrew 
Williams, a spokesman for the Treasury Department, called the fig- 
ures “distorted” because they did not consider the value of the col- 
lateral posted for loan programs.” I would like you to put this into 
perspective. First of all, did you ever say anywhere in your report 
or in your findings that we would lose $23.7 trillion? 

Mr. Barofsky. Of course not. We explicitly point out in the re- 
port the existence of collateral. 

Mr. IsSA. So when you talk about $23.7 trillion — or about 30 
times as much money as you would have if you gave away $1 mil- 
lion a year from the birth of Christ until today, just for somebody 
to try to figure out if that is true or not — that quantity of money, 
what you are talking about is the amount other than the $700 bil- 
lion that is essentially under assurances and insurance. Is that 
right? 

Mr. Barofsky. If every program is maximized to the greatest ex- 
tent possible, that is what that number is. Coming from a slightly 
different persuasion, I would say that even if you went back to the 
time when Moses parted the Red Sea, you would still be in the 
right numbers. 

Mr. IsSA. I think actually Abraham would be sitting here trying 
to figure it out, too. There is no question, this is an amazing 
amount of money. When you look at millions over thousands of 
years and not getting to that number, it is hard for people to un- 
derstand. 

But let us look at it another way. If, in fact, just 5 percent of this 
$23 trillion or $24 trillion under assurances of various sorts were 
to go bad, isn’t that a dramatic amount more than we ever author- 
ized or appropriated from Congress? 

Mr. Barofsky. It is, of course, a staggering large number. The 
TARP itself has staggeringly large numbers as it has been ex- 
panded through other programs as well. 
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Mr. IssA. Now, our previous Neil came before us, Neel Kashkari, 
and we asked him about how much money the assets were worth. 
He said he didn’t know but he would get it to us in 30 days. Then 
30 days later he said he would get it to us in another 30 days. He 
is gone now so you are the one we have. 

Has the Treasury been willing to cooperate and provide the infor- 
mation as to the current value of assets purchased? 

Mr. Barofsky. This is a recommendation we have made since 
early February. They have not yet made this information public. 

Mr. IssA. So the assurances made by Neel Kashkari, both in the 
last Congress and in this Congress, that this was forthcoming in 
fact were not truthful in the sense that it doesn’t appear as though 
they were ever forthcoming in a, if you will, mark to market value 
of what the assets are worth? 

Particularly I am interested in AIG’s assets. Do you have any 
idea how much money has evaporated permanently from the $180 
billion that AIG has received? 

Mr. Barofsky. I don’t have that information at my fingertips. 
We are doing a couple of audits on AIG where we are going to have 
a better sense and be able to report on what is going on in those 
portfolios, particularly in the context of its counter-party trans- 
actions. But I don’t have that information. 

Mr. IssA. Do you think that Congress is overdue to find out how 
many dollars have gone out in a manner that can never be re- 
funded? 

Mr. Barofsky. I think it is absolutely essential for transparency 
that Congress and the taxpayers who invested in this program 
know what Treasury’s best estimate is as to the value of their in- 
vestment, absolutely. 

Mr. IssA. We own AIG and there is litigation against the founder 
of AIG. You are obviously very familiar with the court decision and 
apparently follow-on litigation. Do you have any day to day contact 
or any ability to find out why we continue to spend my understand- 
ing is over $200 million in legal fees trying to recover initially $4 
billion, which the court has said we are not entitled to get back 
from C.V. Starr and Co.? As a matter of fact, apparently they said 
it in very short time, essentially that the case never had merit. But 
we have spent over $200 million. Is that something that is on your 
radar screen? 

Mr. Barofsky. We haven’t addressed that situation. We have 
two ongoing audits of AIG, which are consuming a good chunk of 
my audit staff. But, of course, we are always going to be continuing 
to look for followup aspects. 

That also, though, maybe included as well in an overall audit 
that we have just recently announced. We are doing an audit on 
corporate governance as a whole, including the Government’s role 
in governing and as an 80 percent part owner of AIG. So it may 
come in that context as well. 

Mr. IssA. Is there any way that we can get an independent as- 
sessment of the Federal Government’s pursuit of these lawsuits 
rather than going to binding arbitration, which was offered repeat- 
edly when Mr. Greenberg was before this committee? Is there any 
way to second guess this as $1 million a week is being spent on 
legal fees? 
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Mr. Barofsky. I think what we can bring through our audits is 
an explanation of what the Federal Government’s involvement has 
been in those decisions. In other words, as an 80 percent owner, 
how involved is the Federal Government in making those decisions 
versus AIG’s management itself? 

Mr. IssA. I want to go back to the firewall question that you have 
been working on and that this committee is very concerned about, 
I am a member of a public board. I own stock. Actually, my founda- 
tion owns stock. I am not allowed to trade that during blind peri- 
ods. Is it any different to say that a Member of Congress who hap- 
pens to have a foundation which owns stock and who also sits on 
the board as an individual, would you say that was unwieldy to say 
you can’t trade on behalf of yourself while in fact you have inside 
information? Is that any more difficult than what you are dealing 
with, with various firms who are being given huge underwriting 
and leverage advantages at the Federal Government’s expense in 
return for trading primarily on our behalf? 

Mr. Barofsky. I think that is exactly the right difference. Here, 
these fund managers have up to $3 billion of taxpayer money and 
the whole design of the program is to encourage them to set prices 
in an illiquid market. This is a remarkable amount of power. Once 
they make that decision, it is a remarkable piece of inside informa- 
tion. I think it would be difficult for any Member of Congress to 
replicate because actually the design of the program is to set 
prices. So I think it is a far more extreme example in the case of 
the PPIP. 

Mr. IsSA. Thank you. Thank you, Mr. Chairman. 

Chairman Towns. I now yield 5 minutes to the gentleman from 
Maryland, a very active member of this committee. Congressman 
Cummings. 

Mr. Cummings. Thank you very much, Mr. Chairman. Mr. 
Barofsky, it is good to see you again. 

Have you had a conversation with Mr. Geithner since you took 
office? 

Mr. Barofsky. I spoke to him in late January. 

Mr. Cummings. That is it? 

Mr. Barofsky. That is it. 

Mr. Cummings. For how long was that conversation? 

Mr. Barofsky. It was a couple of minutes before a larger meet- 
ing with Mr. Dinaro and Ms. Warren from the congressional over- 
sight panel. 

Mr. Cummings. The reason why I ask that question is that as I 
listen to the chairman’s questions and our ranking member’s, it 
seems to me that you all should be on the same team, to a degree. 
I know there is a wall there but I guess a lot of the things that 
are coming up should concern all of us. 

I want to followup on some of the chairman’s questions. You said 
a moment ago that you got 12 million hits. That is a lot of hits to 
your system. What that means is that apparently the public is very 
interested in what is going on with regard to this money. 

I think the thing that concerns me is something that you had 
said in the Joint Economic Committee not very long ago regarding 
your concern about the appearance of some conflicts. Do you still 
have those concerns? 
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Mr. Barofsky. I think my concerns are greater today than they 
were a couple of months ago when I spoke to you in the Joint Eco- 
nomic Committee. 

Mr. Cummings. Why do you say that? 

Mr. Barofsky. Because of the absence of walls in this Public-Pri- 
vate Investment Program. I think that the danger here is the per- 
ception of picking winners and losers, of giving these nine economic 
firms out of the 100 that applied the ability to set prices and not 
put the right type of restrictions in place to make sure that they 
are not going to otherwise profit unfairly at the expense of the 
market. 

If these firms do start having those types of profits in other as- 
pects of their firms, I think the criticism that has previously been 
leveled at Treasury, of picking the winners and losers and of the 
opaqueness in how decisions are being made, could be potentially 
devastating to the program and potentially devastating to the way 
the American people view their Government. So it is a very serious 
concern of mine. 

Mr. Cummings. This morning on Morning Joe they had a fellow 
named McDonald who has written a book. He used to work for 
Lehman Brothers. He alleged that Mr. Paulson intentionally al- 
lowed Lehman to fail. Now, normally I wouldn’t pay too much at- 
tention to that. But then he laid out the evidence and it sounded 
pretty logical. 

The reason why I mentioned the 12 million hits is that — and I 
really believe this — in order for us to get past this economic situa- 
tion that we find ourselves in, the public has to believe that we are 
doing the right thing. They have to believe. I think one of the 
things that makes them believe is transparency. I agree with you 
on that. 

One of the things that I am concerned about is that a lot of times 
when we see a report that doesn’t look too favorable, a lot of times 
we have a tendency to shoot the messenger and not address the re- 
port. 

But there is one thing that you said here that is quite telling as 
a former prosecutor. I guess you are still a prosecutor now. You 
said something about 35 open criminal investigations. I know what 
it takes to even get to the point to start investigating. Let us as- 
sume only five of them have some legs on them. Are you seeing any 
kind of pattern? 

I think my concern is that if there is a pattern, maybe this Con- 
gress needs to be doing something. I am trying to figure out wheth- 
er there is there anything that we need to be doing to give you 
more power than what you have to accomplish the things that you 
have to accomplish. 

One thing is for sure: If we cannot get to a point of the American 
people, at 12 million hits, if we can’t show them that we are doing 
the right thing with their money, as the chairman has alluded to, 
we are going to have problems. I don’t see how we can get past this 
because the American people are not going to buy it. 

Mr. Barofsky. I couldn’t agree with you more about the impor- 
tance of transparency for all the reasons that you stated, as well 
as just the fundamental fact that the taxpayers are the investors. 
I think the reason why we see 12 million hits and more than 
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700,000 downloads of our reports is because the American people 
want to know what is going on in their investments. They want to 
understand these programs. 

We serve a role, basically, to translate these programs from the 
very, very complicated descriptions that the Treasury puts out. We 
try to translate it into English with tutorials and explanations. So 
I do agree. 

As to your question about the criminal investigations, we haven’t 
seen a major pattern. We have a lot of investigations related to the 
mortgage modifications. There are a lot of scams out there, people 
trying to take advantage of struggling home owners. So there are 
a fair number there. But the rest of the investigations really go 
across the board. We have some incredibly complex securities and 
accounting fraud investigations of banks that have either at- 
tempted to or actually applied for and received TARP funds that 
may have lied to the Government in order to get that funding. We 
have cases of insider trading, trading on inside information they 
may have learned about the TARP. Really, almost any type of 
white collar crime you can think of, we are touching on in our in- 
vestigations. Really, it is what you would expect when you are put- 
ting so much money out over such a short period of time and in 
many instances with very few conditions. They really do cover the 
board. 

Mr. Cummings. Thank you very much. 

Chairman Towns. Thank you very much. I yield now to the gen- 
tleman from Florida, Congressman Mica. 

Mr. Mica. Thank you. Thank you, Mr. Barofsky. 

Let me followup on Mr. Cummings’s questions. Actually, you 
stated that TARP and these programs have grown into more than 
50 different programs? 

Mr. Barofsky. Not within the TARP. Within the TARP there are 
12 programs. In our report, we talk about approximately an addi- 
tional 50 programs that are across the U.S. Government, every- 
where from the FDIC to the Fed and FHFA. 

Mr. Mica. So there are about 12 TARP. But the 50, are you keep- 
ing sort of a watch over those or just the 12 TARP? 

Mr. Barofsky. Thankfully, we just have the 12. The rest are 
being covered by other agencies. 

Mr. Mica. Again, some of this seems to have dramatically ex- 
panded. Probably the nature of the responsibility required some of 
that. But to get to the point Mr. Cummings is raising, do you have 
enough resources to conduct sufficient investigations and over- 
sight? 

Mr. Barofsky. We are building as an Office. We currently have 
70 personnel onboard. We are building to about 160 with a target 
date of early next year. 

Mr. Mica. I read not all of your report but scanned through it. 
You do have recommendations in here. I notice that only 8 of your 
32 major recommendations have been implemented; 5 of 32 have 
been partially implemented. Is there any way to enforce implemen- 
tation? Do you have any recommendations as to how we can put 
some teeth into what you are doing or recommending? 

Mr. Barofsky. Really, we feel like our statutory role is to make 
these recommendations. 
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Mr. Mica. We have to pick up the responsibility. But it appears 
that a number of your recommendations are not implemented or 
that some of your recommendations take a while to get imple- 
mented. For example, executive compensation, I guess that was fi- 
nally adopted as a rule on June 15th? 

Mr. Barofsky. That is correct. 

Mr. Mica. So that is why we have seen since June 15th a lot of 
folks interested in paying back their loans? 

Mr. Barofsky. I think that is an explanation that has been of- 
fered. 

Mr. Mica. But it took us, what, 6 months to get that rec- 
ommendation in place and implemented. Is that correct? 

Mr. Barofsky. I think it was about 4 months from our February 
report. 

Mr. Mica. I think part of what you said is you are trying to de- 
velop and encourage transparency. Many of the things that deal 
with transparency are recommendations that have not, in fact, 
been addressed by the various groups that you oversee. That still 
remains the case? 

Mr. Barofsky. It does. 

Mr. Mica. That is unfortunate. Finally, maybe you could tell 
me — first, I didn’t vote for it — but we started out with about $700 
billion that Members of Congress thought they were going to help 
bail out financial institutions with. Then you said some of the li- 
ability grew to $3 trillion. Maybe you could explain that? 

Then it was $4.7 trillion, and now the total exposure is $23 tril- 
lion. So how did a little tiny, teeny $700 billion program balloon 
into $23 trillion worth of exposure? Maybe you could tell us about 
the $3 trillion level you cited and how far we are at risk at that, 
followed by the $4.7 trillion, and $23 as the ultimate. 

Mr. Barofsky. Sure. For the TARP, we start off with $700 bil- 
lion. We include a chart that gives the precise numbers for each 
program and where they come from. But then that number got ex- 
panded to approximately almost $3 trillion from other related Fed- 
eral Government programs. 

For example, the Public-Private Investment Program, which we 
have been discussing, is seeded with about $100 billion of TARP 
money. But then the Federal Reserve, and at one point the FDIC, 
were going to issue nonrecourse loans from the Federal Reserve. 
Those are loans that don’t have to be paid back but are posted with 
collateral. 

Mr. Mica. So that ballooned it? 

Mr. Barofsky. Right. Then there were also guarantees from the 
FDIC. 

You have the TELF Program, which has been up to a $1 trillion 
program, seeded by $80 billion or $100 billion of TARP funds. So 
you have these other Federal Government entities coming in and 
supplementing these programs. You have an asset guarantee of 
$300 billion from CitiGroup, which is done partly by Treasury, 
partly by FDIC, and partly by the Federal Reserve. So that is how 
we get to the $3 trillion. 

Those other numbers are actually non-TARP programs. The 
$23.7 trillion does actually include the $3 trillion from the TARP, 
but it also includes other programs that have nothing to do with 
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the TARP other than the fact that they are also supporting the fi- 
nancial industry and that the same institutions that can take ad- 
vantage of the TARP also can take advantage of these other pro- 
grams. At times they can use one perhaps to pay off another, some- 
thing we have even coined as “bailout arbitrage.” 

Mr. Mica. So $700 billion seeded a potential of $23.7 trillion? 

Mr. Barofsky. I would say the $700 billion seeded the $3 trillion 
and then the other $20.7 trillion really comes from other Federal 
Government programs that are non-TARP related. 

Mr. Mica. They are riding sort of the same saddle? 

Mr. Barofsky. They are all for the support of the financial sys- 
tem. 

Mr. Mica. Thank you. Thank you, Mr. Chairman. 

Ms. Kaptur. Will the gentleman yield? 

Chairman Towns. The gentleman’s time has expired. 

Ms. Kaptur. May I just ask, Mr. Chairman 

Chairman TOWNS. The gentleman’s time has expired. 

Ms. Kaptur. Is that in your report, sir? What you just stated to 
Congressman Mica’s questions, is that summarized, that stair step? 

Mr. Barofsky. Yes. The $3 trillion and what is there is featured 
in the chart in the executive summary. 

Ms. Kaptur. Up to the $23 trillion? 

Mr. Barofsky. All of that is set forth in Section 3 of our report 
with the explanations of what those numbers really mean. 

Ms. Kaptur. Thank you. 

Chairman Towns. I now yield to the gentleman from Ohio, Mr. 
Kucinich. 

Mr. Kucinich. Thank you very much. 

Mr. Barofsky, I am reading your report about lending where you 
talk about how banks have been leveraging TARP funds to support 
lending activities. You say on commercial lending, 20 percent of re- 
spondents reported that they used TARP funding for commercial 
lending activities, 17 percent of respondents deployed TARP funds 
for other consumer lending, and 13 percent used it for small busi- 
nesses. 

You talk about the capital cushion and how some banks are basi- 
cally parking their funds to create a cushion against loan losses. 
I looked at your report and I want to use that report as a backdrop 
for a news report that came in today. 

We went back into the TARP history here. We know that the 
first intent that Congress had was to purchase toxic assets, which 
were mortgage-backed securities. We were told that would keep 
people in their homes. Well, the last administration threw that out 
the door. Then we were told we are going to switch the TARP funds 
to help bail out the banks with a direct capital infusion. 

But I think something else has happened here. I want to make 
sure it doesn’t escape this committee. I hope that you can tell me 
it hasn’t escaped your notice. We are now seeing that we have an- 
other switch that has occurred. We actually have the Fed paying 
banks not to use their “excess capital” to make loans. 

I direct your attention to a news report today which says that 
“banks’ excess reserves at the Fed rose to a record $877.1 billion 
daily average in the 2-weeks ended May 20th from $2 billion a year 
earlier. Excess reserves, money available for lending that banks 



35 


chose to leave with the Fed, instead averaged $743 billion in the 
first 2 weeks of this month.” Sir, the Fed is paying banks higher 
interest rates now to keep their funds parked at the Fed instead 
of loaning the money to the American people. Is that not true? 

Mr. Barofsky. Yes. The reason I opened up the book is that on 
page 142 of our report we actually have a chart that depicts exactly 
what you are saying. 

Mr. Kucinich. Tell me about the chart. Tell this committee 
about that chart. 

Mr. Barofsky. It shows the increase in the amount of money 
that is being parked at the Federal Reserve over time. We link it 
to one of the Fed programs, a different program. But we do think 
there is a connection between the Federal programs and the in- 
creased reserves that are being held there. 

Mr. Kucinich. If the banks had not received this direct capital 
injection as a result of the TARP funds, is it conceivable that they 
would have had, according to this news report, an average of $743 
billion in reserves parked at the Fed? Is it possible that they could 
have had that? 

Mr. Barofsky. It may be, but only because of all the other pro- 
grams that we detail in Section 3 of the report. 

Mr. Kucinich. “All the other programs” meaning Government 
programs that have helped to sustain the banks, right? 

Mr. Barofsky. It would certainly appear to be the case. 

Mr. Kucinich. See, members of the committee, first we started 
out with being told that money was going to mortgage-backed secu- 
rities. They did a bait and switch on that. Then we were told it is 
being used to bail out the banks so we can have a loosening of cred- 
it through a direct capital infusion. Now, you and I know that 
there are businesses in our communities who are credit starved. 
Meanwhile, the Fed is paying banks a premium to keep their 
money parked at the Fed instead of loosening it up. 

This is one fraud after another on the American people. They 
might use the excuse that they are trying to control inflation. 
Check it out. Unemployment is skyrocketing. Businesses can’t get 
money so they are laying off more people. We are thinking that 
somehow we have solved the problem, here. 

I want to submit for the record this report out of the Bloomberg 
News Service. 

Chairman Towns. Without objection. 

Mr. Kucinich. Thank you. I want to ask Mr. Barofsky, this 
money is fungible, as we know. 

Mr. Barofsky. Yes. 

Mr. Kucinich. But, generally speaking, you would agree that 
there is just no question that a significant part of the money that 
is being parked at the Fed right now is Government money, money 
from these Government programs that Congress created? 

Mr. Barofsky. I think we would have to look institution by insti- 
tution. But I think if we did so, I wouldn’t disagree with what you 
are saying. 

Mr. Kucinich. Mr. Chairman, I hope that we can get another 
hearing on this particular matter because this goes to the heart of 
the entire bailout program. This has been one thing after another, 
one bait and switch after another. 
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Mr. Barofsky. Congressman Kucinich, in our audit, I think we 
described that the banks have communicated to us this tension 
that they feel as well that is really right in line with your com- 
ments. On the one hand they are getting pressure to increase lend- 
ing and get this capital out there, but they are also getting pres- 
sure from the regulators to maintain the capital and increase their 
capital cushions. 

Mr. Kucinich. “Regulators,” read the Fed? 

Mr. Barofsky. The Fed, FDIC, OCC, and OTS. Indeed, that is 
what a portion of the stress tests were. So I think that is a very 
real dichotomy. 

Mr. Kucinich. I thank the gentleman. I thank the chairman. 

Chairman Towns. Thank you very much. I now yield to the gen- 
tleman from Tennessee, Mr. Duncan. Happy birthday. 

Mr. Duncan. Well, thank you, Mr. Chairman. Happy birthday to 
you, too. 

Mr. Barofsky, thank you very much for your report. I read with 
great interest the story in the Washington Post yesterday where 
the lead paragraph says, “Many of the banks that got Federal aid 
to support increased lending have instead used some of the money 
to make investments, repay debts, or buy other banks.” I read at 
one point that back a few months ago that the Bank of America 
had taken $7 billion of the first $15 billion they got and increased 
their investment in the Construction Bank of China. I don’t think 
any of us ever intended that this money be spent in that way. 

I think a part of the problem was that this legislation was 
rushed through. We weren’t given proper hearings on it or a chance 
to offer amendments and things like that. 

But I can tell you that all of the business people, all of the small 
business people in Knoxville and east Tennessee have been telling 
me for months that what is being said at the top is not getting 
down to that level. The President and the Secretary of the Treas- 
ury have been saying under both administrations lend, lend, lend 
but these examiners on the local level are saying no, no, no. In fact, 
there was a cartoon to that effect in the Congress Daily publication 
that we get every day at each of our offices. It shows the President 
and the Secretary of the Treasury urging the banks to lend and 
shows the banks with huge piles of money and then these examin- 
ers on the local level saying no, no, no. I have heard that from real- 
tors, home builders, other small business people, and bankers from 
all lines. 

But I want to read a portion of the letter I received from Robert 
S. Talbott, who has been one of the most successful business people 
in Knoxville. He wrote to me and said, “Fd never seen anything 
like this in almost 30 years I have been in the business world.” 

Listen to this: He said, “Holrob Investments” — that is his com- 
pany — “is the mother company of over 50 partnerships and limited 
liability companies, all of which are involved in commercial and 
residential real estate projects. We have been in business for many 
years and currently own interest in 18 shopping centers and nu- 
merous other retail and residential properties. Our loan obligations 
consistently are in excess of $100 million and we have multiple 
lenders with which we do business, large life insurance companies, 
regional lenders, banks. We are not currently in default with re- 



37 


spect to any monetary obligation, nor have we ever been. Our busi- 
ness depends on access to credit and despite public protestations by 
our Government to the contrary, it has been our experience this 
year that credit is contracting. We have been told by numerous 
banks that unsecured lines of credit to developers are being 
frowned upon by bank regulators. And, consequently, we have been 
informed by SunTrust, Mountain Commerce Bank, and First Bank 
that they would not renew personal lines of credit. While Fifth 
Third did not technically extinguish our line, it was apparent to us 
that they did not want our business and consequently we are in the 
process of extinguishing our lines of credit with them.” 

This is what I am hearing, except this is a stronger letter. But 
is this what you have been finding out in your investigation of all 
of this? Is this true around the country or is my area unusual in 
this regard? Because I am hearing this from many, many people. 

Mr. Barofsky. I think this tension does exist. I think we have 
seen it across the board. On the one hand is the desire for banks 
to do more and more lending and then on the other hand is the reg- 
ulators’ desire for banks to buildup capital cushions against further 
losses. It is a very real tension. 

Mr. Duncan. I also have heard this from many bankers who say 
that they can’t speak out publicly because they will receive retribu- 
tion from the examiners and the situation would grow even worse. 

Mr. Barofsky. Well, we did see this in response to some of our 
survey questions. Our source of information for this is the banks 
themselves, who have come forward and have pointed out this ten- 
sion. Frankly, it is natural. Part of the results of the stress test 
was to encourage the financial institutions to raise an additional 
$70 something billion. These additions to capital are that. They are 
additions to capital. Now, capital can be leveraged in certain in- 
stances to increase lending but there is a tension there. It is one 
from conflicting policy concerns. 

Mr. Duncan. I have written the top banking regulators twice — 
and those two letters were several months apart — to tell them that 
this situation is occurring in our area. I hope that other members 
of the committee who are running into this in their areas will also 
write these regulators. This money is not being used, I don’t think, 
in the ways in which the Congress really intended for it to be used. 

Thank you very much. 

Chairman TOWNS. Thank you. I now yield to the gentleman from 
Illinois, Congressman Quigley. 

Mr. Quigley. Thank you, Mr. Chairman. Good morning. 

Sir, you spoke of the extraordinary power placed with the fund 
managers. But I think you have more faith in the firewall system 
than others do. Given this extraordinary power, almost life and 
death over so much money and what can happen to other compa- 
nies, are firewalls enough? I guess there are firewalls and then 
there are firewalls, hut is there anything else that can be done to 
protect the trust that is put in them? 

Mr. Barofsky. A firewall left standing alone would not be 
enough. There have to be vigorous and strict enforcement and com- 
pliance regimes set up over that firewall. 

Mr. Quigley. By whom? 
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Mr. Barofsky. It should be both by the company itself within 
their internal functions and, of course, by Treasury. Our baseline 
suggestion where we thought the starting point should be — and 
just as a starting point — should be what the Federal Reserve Bank 
of New York does with BlackRock and its Maiden Lane facilities 
and with its four asset managers in its mortgage-backed security 
buying program. We thought that would be a good starting point 
because they do have walls and they do have vigorous compliance 
set up by FRBNY compliance. 

That is a starting point but it isn’t the ultimate goal. We haven’t 
gotten to that starting point and that is why our recommendations 
are where they are. But we agree. A wall standing alone isn’t going 
to do it if it there is not a vigorous compliance regime in place as 
well. 

Mr. Quigley. Were you aware of whether these conflicts were 
discussed when Treasury made these decisions choosing the nine 
out of the over 100? 

Mr. Barofsky. We were not involved in the formation of this 
program before it was publicly announced. We learned about it 
really a couple days before it came out. We became involved during 
the selection process of the nine managers. One of the members of 
my audit team actually sat in on some of the interviews. We have 
been engaged in a dialog with Treasury, a back and forth on this 
issue, since at least early June. 

Mr. Quigley. Did the discussions of the conflicts of interest and 
protections that were needed, were those discussed after the fact 
to you? 

Mr. Barofsky. We have been engaged in an ongoing dialog. 
There is an amendment to one of the housing bills. It is called the 
Ensign-Boxer Amendment because of those two sponsors. It actu- 
ally requires Treasury to consult with us in the formation of these 
rules. They certainly have abided by that. 

Mr. Quigley. Do you have the authority, the desire, and I guess 
the ability to audit Treasury’s decisionmaking process to pick the 
nine? 

Mr. Barofsky. We certainly are going to be doing an audit on 
the conflicts issues and many of the issues associated with the 
PPIP program. We haven’t announced it yet because the program 
itself hasn’t had lift-off but we are going to do that. Frankly, there 
would be no way for us to do our job without auditing. 

Mr. Quigley. Well, given the lack of cooperation that you are 
facing now, how is that audit process going to work? 

Mr. Barofsky. I would have to say that when it comes to con- 
ducting our audits. Treasury has been cooperative. They have pro- 
vided the documents that we have asked for. They have made their 
personnel available to us for interviews. So I see no reason to 
worry that we are not going to be able to conduct our audits as we 
have conducted our other audits without interference from Treas- 
ury. 

Mr. Quigley. Do you suspect that could be completed by the 
time you do your next quarterly report and repeat all your rec- 
ommendations again? 

Mr. Barofsky. Because of the timing of the PPIP program, the 
final contracts haven’t been written. The time the fund managers 
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are being given to raise the funds is up to 12 weeks, which would 
take us into the next quarter. I think it is unlikely. We may be able 
to do something very quickly depending on what the timeframe of 
the program is. But until sort of all the terms are set and the con- 
ditions are set, it is difficult to launch an audit. But we are going 
to do so. 

Mr. Quigley. Very good. Thank you, Mr. Chairman. I yield back. 

Chairman TOWNS. Thank you very much. I now yield 5 minutes 
to Mr. Chaffetz. 

Mr. Chaffetz. Thank you. Mr. Chairman, I would ask unani- 
mous consent to insert into the record the letter that was ref- 
erenced in Congressman Duncan’s questioning. He would like to 
have this submitted into the record. 

Chairman Towns. Without objection, so ordered. 

Mr. Chaffetz. Thank you. 

Thank you for being here. I appreciate your work. This is impor- 
tant work. Taxpayers’ money is at hand and we have a role and 
responsibility in Government to make sure that it is dealt with in 
a responsible manner. 

My understanding is that Treasury has formally asked the Office 
of Legal Counsel in the Department of Justice to opine on whether 
SIGTARP is subject to the supervision of the Secretary of the 
Treasury. Can you give us an update as to where that is at and 
your understanding of that? 

Mr. Barofsky. My understanding is that is where it is. Treasury 
put in their request. We put in our response, giving our opinion 
that the intent of this Congress was quite clear that we be a strict- 
ly independent agency within Treasury. They have submitted their 
response to our response. The issue is still pending. 

Mr. Chaffetz. Other than trying to maybe get away from the ob- 
ligation that SIGTARP puts upon them, have there been any fur- 
ther instances of Treasury attempting to exert control over your Of- 
fice or investigations? 

Mr. Barofsky. Nothing even comes to mind. I think that they 
generally have been cooperative with our investigations and audits. 

Mr. Chaffetz. What would be the implications if they were to 
have control over your Office? 

Mr. Barofsky. I think that in the IG Act and where Treasury 
suggests that we fit within that scheme, the Secretary of Treasury 
has the ability to shut down an audit or an investigation of the 
Treasury IG. We have a great fear. We think that would be a great 
threat to our independence if the Secretary had that ability over 
us. 

By way of an example, obviously the Treasury has very strongly 
worded comments about portions of our report that they disagree 
with. Theoretically, could they use that type of supervision author- 
ity to order us to keep that out of the report and keep that informa- 
tion from the American taxpayers and Members of Congress? I am 
not sure. But we think that those are the types of dangers that we 
see if we are under the supervision of the Secretary. If that type 
of authority was asserted, I think that would be a direct threat to 
really the reason why we were created. 

Mr. Chaffetz. I concur with that. I would hope that you would 
let this body know, and me in particular, if there is any instance 
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or movement toward them trying to exert that control. I think that 
the natural tension of having an independent auditor come in is a 
healthy one for the process and for the viability and visibility to the 
American people. 

Let me talk real briefly about the personnel and resources that 
you have in place. My question is, do you need more resources? My 
understanding is that at the end of June you had 60 personnel 
with plans to get to 160 people. You have 35 ongoing criminal and 
civil investigations and over 3,200 tips that have come in through 
the hotline and what-not. Help me understand what is happening 
within your department regarding the stress and workload with 
the personnel that you do have. 

Mr. Barofsky. We have been very busy. We have put together 
really an amazing team of auditors and investigators. 

Mr. Chaffetz. What are you short? What do you need imme- 
diately that you don’t have at your fingertips? 

Mr. Barofsky. I think that right now we are just going through 
the normal process of hiring and finding the right people. The one 
thing that we identify in our report is that we are projected to basi- 
cally run out of money mid-fiscal year 2010. We have a budget 
amendment request to Treasury to get the necessary money that 
we would need to keep going through the end of fiscal year 2010. 
We have been working with them to achieve that, as well as with 
0MB. Obviously, if that is unsuccessful, we will have to come back 
to Congress and ask for a direct appropriation. But basically, as- 
suming we get that necessary money, we will be good through fis- 
cal year 2010. 

Mr. Chaffetz. In my short time that I have left, let me totally 
shift gears and talk about the value of the TARP portfolio. There 
is very limited exposure to this. Tell me what you are able to see 
and not see. What is the value to the public in having that infor- 
mation? 

Mr. Barofsky. Well, we think it is essential from a basic trans- 
parency point of view that members of the public, the investors, 
know what their investment is worth. 

Mr. Chaffetz. But how hard would that information be to pro- 
vide? 

Mr. Barofsky. Treasury is getting monthly estimates right now. 

Mr. Chaffetz. So they have the information but we don’t? 

Mr. Barofsky. It would just be a matter of making that informa- 
tion public. 

Mr. Chaffetz. It is just a matter of flipping the switch? I would 
urge this committee, I would hope that we would insist that those 
evaluations be made public so that the taxpayers can understand 
the valuation of their assets. 

Mr. ISSA. Would the gentleman yield? 

Mr. Chaffetz. Yes. 

Mr. IssA. Is that something that you believe would be appro- 
priate for us to consider subpoenaing under cover so we could at 
least see what they see once and then maybe reach the same con- 
clusion you have reached? 

Mr. Barofsky. I don’t think it is necessarily my position to sug- 
gest what the committee should or should not subpoena. But cer- 
tainly if the committee wanted that information, the committee cer- 
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tainly should request it, evaluate it, and make its own determina- 
tion. 

Mr. Chaffetz. I see my time is up. Thank you, Mr. Chairman. 
Thank you. 

Chairman Towns. Let me just say that is something we are con- 
sidering as well. 

I now yield 5 minutes to the gentleman from Virginia. 

Mr. Connolly. Thank you, Mr. Chairman. Let me add my voice 
to happy birthday and good felicitations. I want to thank you for 
your leadership of this committee. 

Welcome, Mr. Barofsky. 

Mr. Barofsky. Thank you. 

Mr. Connolly. Let me ask a question. Is the TARP program 
working? Has it in fact achieved the ends for which it was de- 
signed? 

Mr. Barofsky. I think that really depends on what your defini- 
tion of working is. I think that the goals of the TARP have changed 
over time. Different folks have different definitions of what is work- 
ing and what is not working. I think if the goal was to remove $700 
billion of toxic assets off the books of financial institutions, that 
clearly has not happened. If the goal was to increase lending, I 
think that, too, unfortunately has not happened. If the goal was to 
avoid a complete systematic collapse of the financial industry, that 
may very well have happened. 

I think that it is impossible to look in the crystal ball and know 
exactly what would have happened absent the TARP. But from 
what we have seen from what financial institutions have told us, 
we were on the precipice of a potential total collapse. Shoring up 
the capital may have indeed achieved that goal if that was a goal. 

Mr. Connolly. I haven’t been a big fan of TARP either but I 
think you have to give credit where credit is due. I voted against 
the release of the second traunch, which was the only vote I got 
to have as a new Member of Congress on TARP, because I didn’t 
feel that the accountability and transparency standards were in 
place. The House, in fact, had a statutory framework to allow that 
but the Senate didn’t agree to it. 

But having said that, we were facing a systematic financial melt- 
down last September, were we not? 

Mr. Barofsky. In the conducting of our audits and gathering of 
information, that is certainly an opinion we have heard many times 
from the top regulators as well as members of the industry. 

Mr. Connolly. While the flow of credit may still be impeded, the 
fact of the matter is that stability in the financial system, the 
stress tests on 19 banks, for example, would seem to suggest that 
some stability has returned in the system that was lacking as re- 
cently as last fall. 

Mr. Barofsky. I think we are certainly in a much different situ- 
ation than we were last fall. It may very well be that the TARP 
is responsible for that, or responsible in part. Again, part of the 
reason why we do Section 3 and talk about all these programs is 
so that you can have in one place all the different supports that 
were out there and that have been in place, of which the TARP is 
only a small part. I think GAO has pointed this out. It is hard to 
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say specifically whether the effect is from the TARP or from a dif- 
ferent program. 

Mr. Connolly. But it might he fair to say that had we not had 
some intervention of some magnitude such as TARP, we might 
have actually faced a much more serious situation? 

Mr. Barofsky. That is certainly the opinion of the people that 
we have spoken to who were there at the time, including Chairman 
Bernanke and former Secretary Paulson. 

Mr. Connolly. Let me ask about the $300 billion in TARP fund- 
ing was invested directly in systematically important firms through 
the Capital Purchase Program, the Target Investment Program, 
and the Systematically Significant Failing Institutions Program. 
The Bush administration pretty much opposed giving the Federal 
Government a voting stake in banks in which the Federal Govern- 
ment made equity injections. Do you think oversight and account- 
ability capabilities might have been improved if we had not re- 
sisted that? 

Mr. Barofsky. I am sorry. I just missed the last part of your 
question. 

Mr. Connolly. I said the Bush administration, in making those 
funds available through those programs, opposed giving the Fed- 
eral Government a voting stake in banks in which it made equity 
injections. Did we make a mistake in that respect? Could oversight 
and accountability have been improved if we had a voting stake in 
those banks? 

Mr. Barofsky. I think oversight and accountability certainly 
would have been improved if there were more conditions that were 
in place and if there were oversight triggering mechanisms that ac- 
companied those conditions. There were very, very few conditions 
put on the initial output of funds. 

I think it is a policy decision that increased transparency, as we 
look and see what has happened and as we report, hopefully, and 
convince Treasury to give us an accounting on the use of funds, I 
think we can be in a better position to make that evaluation by 
looking at exactly what has happened. 

That is why we push for transparency, so that the Members of 
Congress could make those determinations. You will have all the 
information available to look back and say, the next time that we 
are in a bailout, what worked, what didn’t work, and what was the 
impact of the various decisions. 

Mr. Connolly. Let me give an example. The Bank of America 
is now attempting to back out of the Federal Reserve’s ring fencing 
arrangement. If we had insisted as part of the $118 billion we 
pumped into BOA that one of the tools would be to have a voting 
stake in BOA in return for that, would that be helpful from an 
oversight and accountability point of view from your perspective 
today? 

Mr. Barofsky. It certainly would have an impact on the deci- 
sionmaking process and that. I am not sure if voting in particular, 
from our perspective in SIGTARP, what difference that would 
make. Although it certainly would make a difference from Treas- 
ury’s perspective on their ability to control the actions of these fi- 
nancial institutions. 
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Mr. Connolly. Thank you. My time is up. Thank you, Mr. 
Chairman. 

Chairman Towns. Thank you very much. Now I yield 5 minutes 
to the former chairman of this committee, the gentleman from Indi- 
ana, Mr. Burton. 

Mr. Burton. Thank you, Mr. Chairman. 

I don’t want to he redundant because I got here late so I apolo- 
gize if I ask questions that you have already answered. But why 
do you think the Treasury Department is dismissive of your cal- 
culations? 

Mr. Barofsky. I don’t know. I hate to try to crawl into the minds 
of some of the comments that have been made. I think that if they 
had read the report in total and had read some of the charts and 
pages they couldn’t be saying some of the things they are saying 
with their dismissiveness and their description of numbers that are 
inflated when all the numbers came from them. So I am not sure. 

Mr. Burton. You haven’t had a chance yet. I have been told that 
you have only been able to spend maybe 1 or 2 minutes with Mr. 
Geithner since he took over. Is that right? 

Mr. Barofsky. I had a several minute meeting with him in Jan- 
uary. It was followed by a larger meeting that probably went about 
45 minutes that included a number of members of Treasury, GAO, 
and the congressional oversight panel. That was all in one occur- 
rence in late January. 

Mr. Burton. Did he take into consideration your comments and 
your positions? 

Mr. Barofsky. We didn’t really have that much time in that one 
meeting. 

Mr. Burton. Did you make some suggestions to him? 

Mr. Barofsky. I think we conveyed where we were in late Janu- 
ary. At that meeting he actually announced to the press his adop- 
tion of one of our recommendations, which was posting TARP 
agreements on the Internet. So that was some progress that we 
saw at that time. 

Mr. Burton. Well, do you think he wants to keep any informa- 
tion from the people? Do you think there is a deliberate attempt 
to do that? 

Mr. Barofsky. I am not sure, again, of what the intent is. The 
effect is that information that the taxpayers and Members of Con- 
gress we believe should have as part of transparency is not being 
provided. 

Mr. Burton. You said here, and you probably answered this al- 
ready, that the total potential Federal Government support could 
reach up to $23.7 trillion. Obviously, there is some speculation 
there but the liability could reach that amount? 

Mr. Barofsky. I think the speculation is if every one of these 
programs was fully subscribed to, that is the total commitment in 
guarantees. But I don’t think there is a speculation as to what the 
numbers are. These are numbers that have been provided to us by 
the Federal Government. Frankly, every one of these numbers any 
member of the public could go find. It is all publicly available infor- 
mation. 

Mr. Burton. Well, if even half of that is correct, we have a big 
problem. 
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Mr. Barofsky. I think the important caveat which we set forth 
in the report is that we don’t have $23.7 trillion outstanding right 
now. Right now the number outstanding is closer to $3 trillion. 
Since the inception of the crisis, again as we put out in the report, 
the total maximum amount has been about $4.7 trillion. But when 
you add up all of the different programs, including programs that 
have been paid back, ones that may have been canceled, and 
collateralized programs, the total amount of support, which is what 
we are trying to capture here, does total $23.7 trillion. 

Mr. Burton. We are concerned about the terrorist problem. That 
is one of the top issues that the American people are concerned 
about. I understand SIGTARP has recommended that Treasury re- 
quire its private fund managers to collect information on whether 
any of their investors are involved in organized crime, terrorism, 
or fraud in order to prevent such groups from using PPIP to laun- 
der money. 

As currently designed, are you confident that the Obama admin- 
istration has taken steps to prevent organized crime syndicates and 
terrorist groups from using PPIP money to launder? 

Mr. Barofsky. I think they are most of the way there but I think 
there is a little bit more that needs to be done. They are requiring 
these fund managers to use the normal procedures like KYC and 
different procedures to screen for that information. What we have 
recommended and what they have not adopted is that Treasury not 
only receive all the information about all the different investors in 
these programs but also have the unilateral right to kick one out. 

To use an example, let us say that a fund manager does all the 
right diligence but doesn’t know that a particular investor has a 
pending FBI investigation into them being involved in drug traf- 
ficking, organized crime, or even terrorism. They would accept that 
person, that individual, or that institution into the program but 
wouldn’t know any better. But we. Treasury, or our law enforce- 
ment partners could run those names in a data base, kick some- 
thing out, and then reject that investor. We wouldn’t necessarily 
want to tell the PPIP fund manager that we have a pending crimi- 
nal investigation into one of their clients because it might be pend- 
ing. 

But I still think it is important that Treasury have the ability 
to unilaterally knock those types of folks out of it. That is a rec- 
ommendation that we have made and that has not been adopted. 

Mr. Burton. Well, let me just end up by asking this question: 
The TARP funds that have been allocated by Congress do not reach 
the $3 trillion level. What do you think is going to happen? Do you 
think they are going to ask for another bailout? 

Mr. Barofsky. Congressman, I don’t have that crystal ball. 

Mr. Burton. Do you think it is going to be needed? Do you think 
additional funds will be required to meet their obligations or their 
requirements? 

Mr. Barofsky. I really can’t answer that question. I don’t know. 
I think there is a lot in question about what is going to happen in 
the economy in the next 3, 4, 5, or 6 months or in the next year. 
I am just not in a position to really answer that. 

Mr. Burton. What would your recommendation be? 
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Mr. Barofsky. I think right now Treasury has stated that they 
don’t need additional funds. So at this point I assume that is where 
we are. 

Chairman TOWNS. The gentleman’s time has expired. Now I yield 
to a senior Member of Congress, not in age but in years of service, 
Marcy Kaptur. 

Ms. Kaptur. Thank you. Thank you, Mr. Chairman, very much. 
Happy birthday. This is just the beginning of your life. 

Mr. Barofsky, thank you so very much. You have a really impor- 
tant job on behalf of the American people and your staff. We thank 
you for that. 

My first question is what more can we do to help you do your 
job? 

Mr. Barofsky. Congress has been amazingly supportive of our 
agency since we have begun. We really have, I think, all the nec- 
essary tools in place right now. 

Ms. Kaptur. All right. Your report came out today. Most Mem- 
bers of Congress have not had a chance to digest it and take it 
apart. Would you or your staff be willing to come back and help 
us ferret out some of the information we feel we still need in its 
interpretation? Would you be willing to do that? 

Mr. Barofsky. Of course. At any time my staff will be available 
to brief your staff. Any time this committee or any of the sub- 
committees want to hear our testimony, we will always be avail- 
able. We are a creation of Congress and part of our job is to inform 
the American people through its representatives of everything that 
is going on. So of course. 

Ms. Kaptur. Now, you have a hotline, 877-SIG-2009. Your re- 
port states that you received over 3,200 tips from the American 
people. That hotline is available to the American people if they 
work for one of these hotshot companies and they were involved in 
activity that they have now reflected might not have been cricket 
and above board. They can report that to you, can’t they? 

Mr. Barofsky. Yes. They can and should also go to our Web site 
if they don’t want to use the phone, www.sigtarp.gov. This has 
been a crucially important aspect of what we do. More than half 
of our criminal investigations have been initiated by tips from the 
hotline. So people are using it and we really strongly encourage it. 

Ms. Kaptur. So some of those tips are good? 

Mr. Barofsky. Some of the tips are very good. 

Ms. Kaptur. So the American people have to muscle up here as 
well. I think the fact it is a free phone number, 877-SIG-2009, 
means people ought to use it. This was networked across the coun- 
try. There is knowledge all across America and we need to pull it 
together. 

I can tell you, in my region of northern Ohio, mortgage fore- 
closures are going up. Unemployment is going up. Four businesses 
told me this weekend that they can’t get credit, and these are ex- 
cellent businesses. The system is not working at the grassroots 
level in Ohio. 

I voted against the TARP and I voted against the bailout because 
I thought that they weren’t the right means to resolve a crisis in- 
side the mortgage system. We had done that before back in the 
1980’s when we used mark to market accounting. We actually went 
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into the books of troubled institutions using FDIC examiners and 
SEC accountants. So you had accountants plus bank examiners in 
there. The burden was not put on the American people. This was 
back when Continental Bank failed in Illinois and when all the 
banks in Texas went down but for one. 

When they came up with this concoction of these particular 
means, investing all this power in Treasury, and ramrodded it 
through Congress 6 weeks before an election, I have to tell you I 
became very, very suspicious. I still am. 

One of my questions to you is this: You have had background in 
your own life in mortgage fraud. Have you ever had a background 
in control fraud and systemic fraud? 

Mr. Barofsky. I don’t know how much control fraud or systemic 
fraud as sort of cases are concerned. I have certainly been involved 
in securities fraud of what would probably today be considered 
some systematically significant institutions. I looked at some of the 
accounting frauds and frauds that those companies have commit- 
ted. 

Ms. Kaptur. I would urge you very much to look at, of course, 
the Enron situation. Because this goes to the very highest levels of 
finance and of institutional structures in our country. Ultimately, 
it had international repercussions. But I would urge you to look at 
the Enron situation and to think about the kind of staff that you 
might hire up and the additional authorities that you have been 
given. 

Mr. Barofsky. Well, it is funny that you mention that because 
we just recently brought on, I prosecuted the Refco matter and we 
just recently brought on as one of our attorney advisors one of the 
prosecutors on the WorldCom matter. So we are gearing up with 
that in mind. 

Ms. Kaptur. Very good. One of the most insightful people I have 
read on this is Mr. Bill Black out of I think the University of Mis- 
souri, Kansas City. He had worked for the Commodity Futures 
Trading Commission back in the early 1990’s. I don’t believe he is 
for hire. But I am just saying his way of thinking about what went 
on is very, very useful. I wish to share that with you. 

I also want to put two issues out there. One is warrants and my 
deep concern about, for instance, Goldman Sachs and their war- 
rants. It is my understanding that the American people have the 
right to 12.2 million shares of Goldman Sachs, according to the 
numbers that I have. Goldman Sachs actually has the privilege 
under the agreement of determining when our taxpayers have to 
sell those warrants and exercise their rights. So they control the 
price and they control the timing. 

I think it is really important on the warrant issue that you ex- 
amine these warrant potentials, sales prices, and the timing of this 
for the American people. The other day the price was $1.60 per 
share and apparently Goldman was saying they will sell it to us 
for $1,229. That difference yields $450 million if we were to sell 
today. What if we held it for 9 years? Nobody is asking those ques- 
tions, as far as I know. 

I am very concerned for the American people if Goldman and all 
these other companies get their money back plus. 
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Mr. Barofsky. We have an ongoing audit into exactly these 
issues on the warrant repurchase process. So that is something 
that is pending that we are looking at. 

Ms. Kaptur. Mr. Chairman, I just wanted to say for the record — 
I don’t have time to ask on the PPIP program — but what troubles 
me, Mr. Barofsky is some of the individuals. Forget the company 
names like BlackRock. I am concerned about the people who were 
involved in inventing the mortgage sub-prime instruments, then 
moving it to market, changing it from a bond to a security, and 
then creating the derivative instruments. They are changing the 
companies they were in so now they are the same people who have 
gone to the Fed and have gotten these contracts. 

I really think you need to look at people, where they were in the 
system over the last 20 years; what impact that has had now on 
our economy; and who is in place, in my mind, with the potential 
power to cover over some of their own very bad mistakes. I would 
urge you to look at those firms closely. 

Thank you. 

Chairman Towns. The gentlewoman’s time has expired. I now 
yield to the gentleman from North Carolina, Mr. McHenry. 

Mr. McHenry. Thank you, Mr. Chairman. The tune of $23.7 tril- 
lion worth of taxpayer exposure for the bailouts is quite striking 
and frightening. 

I appreciate your testimony and your frankness. I am grateful 
that the President has not fired you like he has fired two other In- 
spectors General. 

Mr. Barofsky. Me, too. 

Mr. McHenry. But I do think it is a big concern that the admin- 
istration is choosing to remove Inspectors General. You, as well as 
your colleagues within the various Inspector General Offices across 
the Government, do a yeoman’s task of making sure the Govern- 
ment is accountable to the taxpayer. 

With that, I would like to yield to the ranking member the re- 
mainder of my time. 

Mr. ISSA. I thank the gentleman. 

In following up on that line, I will bring to your attention that 
according to the Wall Street Journal, some of the private fund 
managers selected to participate in the PPIP may have consulted 
informally to the Obama administration in writing the PPIP itself. 
In other words, they wrote what they now participate on, which is 
not surprising. 

Additionally, the New York Times reports that BlackRock CEO 
Laurence Fink, who has been chosen as one of the PPIP fund man- 
agers, is a member of Larry Summers’s inner circle. The program 
lets him select fund managers that use 75 percent of the taxpayers’ 
money and assets. 

My question to you is if, in fact, these and other activities begin 
to look like a cordial relationship where information is being 
passed and positions are being given because of friendships of peo- 
ple that go in and out of Government, are you in a position to in- 
vestigate that? 

Mr. Baroesky. I think that certainly any type of corruption is 
squarely within our mandate. But the points that you raise go so 
importantly to what we were discussing earlier as far as the 
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reputational risk to Treasury. If, in fact, these individuals had a 
hand in writing these programs, it becomes all the more important 
that from a perception area alone we have the tightest and most 
significant ethical and informational barriers and walls to prevent 
them from taking advantage of a program that they may have had 
a hand in creating. 

Mr. ISSA. Mr. Barofsky, you have been criticized a little bit for 
this $23.7 trillion, as we entered in the record earlier, partially be- 
cause these are assurances and partially because it is outside of 
the TARP itself How many IGs would have to be at your table if 
we were to cover all the guarantees, assurances, promises, and un- 
derwriting that the Government is doing? How many different 
parts of Government would we be dealing with here? 

Mr. Barofsky. If you go through our chart and count up the in- 
stitutions, I don’t have the number at hand, but certainly the 
FDIC, Federal Reserve, Pension Guarantee, and the National Cred- 
it Union. It would be basically the financial services roundtable of 
IGs. 

Mr. IssA. So if we can’t fit them all at the present table, and the 
chairman has not yet said we are going to increase the size of the 
witness table, then is it fair for us to consider here the fact that 
when we created your position we were thinking in terms of $700 
billion in TARP and today we are thinking in terms of the financial 
recovery and oversight process that now has a dozen or more IGs 
loosely associated who are not able to coordinate their activities, at 
least by design? 

Do you believe that either your position or another position 
should be created that would be the IG for financial oversight to 
bridge all these various IGs so that our systemic risk, which is 
$23.7 trillion of risk, could in fact be overseen in a coordinated 
way? 

Mr. Barofsky. I think the most vital thing that I have as an In- 
spector General, being obviously brand new to the Inspector Gen- 
eral system, coming here last December 

Mr. IssA. But not to the Inspector part of it? 

Mr. Barofsky. The most vital thing is my independence. The 
independence is the most vital thing for an Inspector General. 

I think it is very important for us to coordinate with one another. 
In the TARP, I formed an IG council so all the different IGs that 
touch on TARP programs meet monthly and we talk about audits 
and investigations. We have subcommittees. I think that type of co- 
ordination is very good. In fact, I will be going on Thursday, there 
is a monthly lunch for regulatory IGs. So we are coordinating with 
each other. 

I think putting an umbrella over other Inspectors General, I 
think that almost invariably will impinge on their independence. I 
think we are coordinating and will continue to do so. 

Mr. IsSA. But in fairness, since we are seeing you, it is important 
that you be able to give us, if you will, the results of that coordina- 
tion so that we are looking at the entire financial oversight as we 
are here today. 

Let me just ask you one closing question. In the case of Chrysler, 
it has been reported, and I believe this to be true, that we have 
given up $3.8 billion worth of DIP financing, meaning we gave 



49 


them the money out of TARP in order to go through a process. We 
then sold them and took back nothing in return. Is that something 
that needs to be investigated, whether or not it was necessary to 
write off nearly $4 billion of the last money into Chrysler? 

Mr. Barofsky. Yes. In our report we detail those numbers of 
what has been waived, both in Chrysler and in General Motors, 
and what has been received on the other side, including equity in- 
terest. I think that sort of the facts are what they are on that and 
are certainly open to any fair inquiry as to how we got to that situ- 
ation. 

Mr. ISSA. So perhaps it is for us to decide whether it is worth 
investigating now that you have given us the facts? 

Mr. Barofsky. Yes. It is certainly something that we can look 
into potentially, or one of our oversight partners, as part of an 
audit as to what that decisionmaking process was. 

Mr. IsSA. Thank you. Thank you, Mr. Chairman. 

Chairman TOWNS. The gentleman from North Carolina’s time 
has expired. I now yield to the gentlewoman from California, Con- 
gresswoman Watson. 

Ms. Watson. Mr. Chairman, I want to say to you on your birth- 
day that yesterday is the past, tomorrow is the future, but today 
is a gift from God. That is why it is called the present. Happy 
birthday, Mr. Chairman. 

Chairman TOWNS. Thank you very much. I appreciate your kind 
words. 

Ms. Watson. Thank you so much, Mr. Barofsky, for being here 
and being so open with us. I want to get back to the Bank of Amer- 
ica. According to recent reports. Bank of America is now trying to 
avoid paying billions of dollars in fees to the U.S. taxpayers in re- 
turn for the $118 billion in guarantees they received from the Fed- 
eral Government. According to the Bank of America, the agreement 
was never signed but the guarantees have been announced as part 
of the assistance they received to complete the acquisition of Mer- 
rill Lynch. 

Do you believe that the Bank of America benefited from in- 
creased investor confidence because of the perception that they had 
Federal ring fencing of their toxic assets? 

Mr. Barofsky. I really am reluctant to comment as Inspector 
General on an ongoing negotiation between Treasury and Bank of 
America. I think that the events are what they are on that. But 
I think we may be crossing a line as an agency if we start publicly 
commenting on something that is an ongoing investigation. So re- 
spectfully I would ask for your permission not to answer that ques- 
tion. 

Ms. Watson. We had the former Secretary of the Treasury, Mr. 
Paulson, in here for 5 hours last week. It was like trying to un- 
scramble rotten eggs. It is very frustrating to us. 

Has the Treasury Department provided an explanation for why 
they did not require Bank of America to join the Asset Guarantee 
Program agreement? Do you know? 

Mr. Barofsky. We haven’t gotten that explanation. We have 
been monitoring the program since its announcement. We have a 
little bit of information b^asically that there has been ongoing dis- 
cussions. 
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We have an audit coming out I think that tracks a lot of the fine 
work of this committee on the Bank of America and its participa- 
tion in the various TARP programs. We will be presenting that in 
September. I would be happy at that time to come back to the com- 
mittee and discuss the findings if the committee would think that 
would be helpful. 

Ms. Watson. Yes. I would ask the Chair to hold a followup meet- 
ing in due time so that we can followup on some of this. 

You lead right into my next question I wanted to ask. Have you 
discovered any other large scale agreements which the Federal 
Government has entered into with financial institutes without 
valid contracts to enforce the proper repayment of the taxpayers’ 
investments? This is a question that you can keep in mind for our 
followup meeting. I do hope we can set that sometime in the very 
near future. 

In your April quarterly report, you noticed the risk of conflicts 
of interest and collusion vulnerabilities inherent in the design of 
the Public-Private Investment Program [PPIP]. However, the 
Treasury Department has declined to adopt your recommendation 
to impose an informational barrier between the employees who do 
or do not handle PPIP funds at the nine PPIP fund managers. Can 
you comment on that or should we wait for a subsequent meeting? 

Mr. Barofsky. Absolutely. We think that this is a fundamental 
deficiency in the current structure of the PPIP program. We think 
that it is absolutely essential that there be an informational barrier 
or ethical wall that prevents the fund managers’ firm from taking 
advantage of confidential market moving information that the fund 
managers are going to have. We think it is a problem and we think 
it is a deficiency in the program. 

Ms. Watson. Thank you. Why do you believe that the Treasury 
Department is unwilling to impose the measure despite having 
placed similar restrictions on asset managers in comparable Fed- 
eral bailout-related programs? 

Mr. Barofsky. Treasury has provided to us and we have in- 
cluded in our report a very detailed written description of their jus- 
tifications and reasoning. In our report, we address each of those 
and show why we disagree with them. 

One of them is that it is impractical, that the design of the pro- 
gram doesn’t make it susceptible to such walls. It may very well 
be that the program is fundamentally flawed in its design in such 
a way that in its current structure it may be impractical. Our re- 
sponse is that, because this is such an important issue for such a 
variety of reasons, if it is impractical with the current nine fund 
managers then before selecting these nine fund managers Treasury 
should have changed its criteria or did what was necessary to put 
in the necessary walls to protect the taxpayers. 

Ms. Watson. My time is up. Mr. Chairman, I would hope that 
in our subsequent hearing with Mr. Barofsky that we can get these 
recommendations and get some ideas about how you would assess 
the standard functions of such a department. So thank you. 

Are we going to recess? 

Chairman TOWNS. No, we are going to continue all the way 
through. Just to give you an update, the House is in recess, which 
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makes it good for us. We can continue. We are not in recess. When 
the House is in recess, that is when we really do our work. 

Ms. Watson. Thank you, Mr. Chairman. 

Chairman Towns. I now yield to the gentleman from California, 
Mr. Bilhray. 

Mr. Bilbray. Thank you, Mr. Chairman. I would like to join the 
committee in congratulating you on your birthday. All of us were 
witnesses to how quickly you blew out that candle so maybe we can 
negotiate with Mr. Waxman for a carbon credit for you on that 
item, OK? [Laughter.] 

First of all, I watched this morning, Mr. Barofsky, the way you 
were attacked for releasing this report. I would just like to say to 
you as one member of this committee, thank you for giving us the 
hard, cold facts. I just hope that you remember that when you get 
attacked like that, basically because you brought a message a lot 
of people didn’t want to hear in this town, that contrary to public 
belief the ancient Egyptian tradition was to always send your best 
people to give bad news. The guys who were sent with the good 
news were sacrificed to thank the gods for the good news. 

So it should be a credit to you to understand that you are at- 
tacked because you are bringing this up. I want to thank you very 
much for that. I am sure that not just this committee but the pub- 
lic at large is going to thank you for your report. The hard, cold 
facts do get into trouble. 

Speaking of footprints, I want to talk about the whole concept of 
looking at BlackRock and some of these others, the nine players 
here, looking at the footprint of the Federal Government picking 
winners in this whole game. Do you have any idea, or if you don’t 
and you need to have time I understand because you can get back 
to us in writing, how did these nine major players get chosen as 
the winners in this game to be blessed not just by the bureaucracy 
of the Federal Government but by all the taxpayers in the Federal 
Government? How did these nine players become the winners in 
this game as opposed to the other losers that were pointed out by 
the former Mayor of Cleveland, Mr. Kucinich? 

Mr. Barofsky. Treasury’s explanation is that they put out appli- 
cations. They received about 140 applications. The next step was 
to remove duplicative or incomplete applications. That came down 
to 102. They then applied the criteria, which they have put out on 
their Web site, of what they were looking for in the ideal asset 
managers. Basically, those that didn’t meet that cut, I think they 
narrowed the number down to 13. They then did a series of inter- 
views and ended up with the final nine. 

I think those are the numbers. I think the exact numbers are 
likely reflected in our report. That is essentially how Treasury has 
described their process. 

Mr. Bilbray. Thank you, Mr. Chairman. I just think this report, 
again, really reinforces the fact that we have ventured into a very, 
very scary territory. It is a brave new world where Washington de- 
cides what happens on Wall Street and Main Street. Hopefully, we 
can somewhere in the future find a way to have an exit strategy 
and remove ourselves from imposing our footprint over the rest of 
American society. I thank you very much for this report because I 
think it is a dose of reality to make all of us work together here. 
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I yield back, Mr. Chairman. 

Chairman Towns. Thank you very much. I now yield 5 minutes 
to the gentlewoman from California, Ms. Speier. 

Ms. Speier. Thank you, Mr. Chairman. Thank you. Inspector 
General. It is a pleasure to have you before us. In your short time 
you have done an extraordinary job. We thank you on behalf of the 
American people. 

Let me first ask this question: Did any bank you surveyed not 
participate by returning the survey? 

Mr. Barofsky. No, we had 100 percent participation. 

Ms. Speier. Very good. Should we pass legislation to require the 
tracking of TARP funds since evidently it was not required in the 
actual providing of the TARP moneys? 

Mr. Barofsky. We believe that requiring recipients to account 
for their use of funds is a fundamentally important part of trans- 
parency. It is why we make this recommendation and continue to 
make this recommendation. 

As a policy, we tend not to cross into the policy recommendations 
as to what Congress should do or what Treasury should do. We do 
say what Treasury should do but we don’t suggest legislation for 
Congress just as a policy matter and to maintain our independence. 
We certainly do feel it is our obligation to present to you why we 
think it is such an important factor of transparency. 

Ms. Speier. Did the contracts that the Treasury devised with the 
banks for the distribution of the TARP funds prohibit the use of 
the money for any purpose? 

Mr. Barofsky. There are different contracts and different pro- 
grams. There are some restrictions on stock buybacks in the Cap- 
ital Purchase Program and certain restrictions on increasing the 
level of dividends. So there are some restrictions, although not 
many. 

Ms. Speier. So the fact that they would use the money to make 
investments, pay debts, or buy other banks was all legal under the 
granting of the TARP funds? 

Mr. Barofsky. Absolutely. 

Ms. Speier. Should we change that? 

Mr. Barofsky. As I said, that is a real policy decision that needs 
to get made. I think in making that decision, we should take a look 
at both sides of these arguments. Part of the role of transparency, 
as the Special Inspector General we think that these debates are 
best informed by bringing transparency so we can see what hap- 
pened. But I can give you arguments that I have heard on both 
sides of any one of these issues. I think one of the more controver- 
sial is acquisitions. I have heard some very powerful, strong argu- 
ments that is actually good for the banking system and arguments 
on the other side that it would be an inappropriate use of TARP 
funds. 

Ms. Speier. Let us talk about acquisitions. Which banks actually 
took the TARP money and made acquisitions? 

Mr. Barofsky. We are going to be publishing, necessarily in 
some redacted form, each of the responses that we received. The 
reason why I say redacted is that there is some confidential busi- 
ness information that we would be prohibited by law from making 
public. Since we are still in the process of that, I am reluctant to 
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comment on any specific response that we had. We will he making 
that information public hopefully within the next 30 days. 

Ms. Speier. In terms of alarms that go off in your head because 
of what you have been able to ascertain through your surveys, 
what are those alarms that we should be particularly focused on? 

Mr. Barofsky. I don’t think that there are any alarms. I think 
when we did this survey we were taking great care not to make 
any judgments for all the reasons that I have stated. 

The most alarming thing to me is that Treasury continues to 
refuse to adopt this recommendation even in light of the proof that 
we now have in this audit. They continue to tell us that it is a 
meaningless survey even though no one from Treasury has taken 
us up on our offer to come look at these survey responses in 
unredacted form. We said, “come over, take a look at them, and see 
if you think that these are meaningless responses that can’t pro- 
vide transparency.” So I think the most alarming thing to me is 
this steadfast refusal, this willful refusal to adopt a recommenda- 
tion that we think is so important to provide transparency. 

Ms. Speier. So you are saying that even though you now have 
over 360 surveys that provide information on how the TARP funds 
have been used, no one from the Treasury Department has come 
over to look at this information? 

Mr. Barofsky. No. Their refusal to adopt our recommendation 
was made purely off of our audit report. They have not come over. 

Ms. Speier. I think that is astonishing. I yield back. 

Chairman Towns. Thank you very much. I now yield to Con- 
gressman Schock from Illinois. 

Mr. Schock. Thank you, Mr. Chairman. Likewise, happy birth- 
day on your special day. I am just noticing your election to office 
in 1983. As someone who is 28 years old in Congress, that is a life- 
time. 

Chairman Towns. I feel it, too. 

Mr. Schock. So thank you for your service this Congress and 
your country. Happy birthday. 

Mr. Barofsky, I am specifically interested in the change in pur- 
pose that has occurred under the new administration with the use 
of TARP funds and how that might change your role or add addi- 
tional responsibilities. How does your responsibility as the Special 
Inspector General for TARP interface with our Federal Govern- 
ment’s decision to bail out the automakers? Could you speak to 
that? 

Mr. Barofsky. Sure. I think that in the near term we are ad- 
dressing that through our audit function. We have announced an 
audit of corporate governance, which of course oversees the fact 
that we do have a controlling equity interest in General Motors 
now and a minority interest in Chrysler Financial. My team is 
going to be heading out to Detroit next week, some of my audit 
team, to start that process. 

We are also going to be sending representatives of our Investiga- 
tive Division as well to make the necessary contacts and make sure 
that the word is out, including the word about our hotline if anyone 
within these companies knows of any misrepresentations. There is 
a whole bunch of reporting that is required as a condition of the 
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Federal funds. So we are going to keep a very close eye and dedi- 
cate the necessary resources to fulfill our oversight role. 

Mr. SCHOCK. So you feel you are being given the latitude you 
need in terms of allowing your personnel into GM and Chrysler to 
oversee the use of those TARP funds? 

Mr. Barofsky. I will let you know next week. But I don’t antici- 
pate that we are going to have a problem. 

Mr. SCHOCK. OK. The next question is your opinion. When this 
bill was sold to Congress last fall, it was predicated on the idea 
that this money, in the words of former Treasury Secretary Hank 
Paulson, would be if not all paid back, most of it. And there was 
a slim likelihood that we might actually make money on the TARP 
money for the taxpayers. Do you believe that the majority of this 
money will be paid back? 

Mr. Barofsky. I think if you look at the way the program has 
evolved, I think it is extremely unlikely that we are going to get 
$700 billion back. The Mortgage Modification Program alone is $50 
billion. There is no anticipation that any of that money will come 
back. That money is being directly given to mortgage servicers to 
help convince them to lower mortgage payments and payments 
they will make on behalf of home owners. So I think it is very un- 
likely that TARP will turn a profit significant enough on other ac- 
tivities to generate a profit to cover that $50 billion. 

In addition, on some of the other programs, as the ranking mem- 
ber noted, the money has been written off from Chrysler. We still 
have to see what happens with our equity interest in those compa- 
nies. 

So it is certainly possible that more may be retained or earned 
back over time than maybe we even suspect right now. But I think 
the idea of getting a dollar for dollar return would be extremely un- 
likely. 

Mr. ScHOCK. Then I wonder specifically about your statements 
earlier about asking Treasury to detail or to basically collect infor- 
mation from TARP recipients and also the use of the taxpayer 
funds from those TARP recipients. Treasury kind of gives this re- 
sponse that would be meaningless and really is not necessary. 
What is your view of that? 

Mr. Barofsky. First of all, if it were meaningless, I don’t under- 
stand why Treasury does this with respect to Bank of America, 
Citigroup, and AIG. Recently with AIG, are they including condi- 
tions in their contracts that they believe are meaningless? I cer- 
tainly hope not. 

My view is that sure, money is fungible. That is a true concept. 
But just to use a simple example from my own life, I get direct de- 
posit of my Federal paycheck. Normally I couldn’t tell you if I buy 
some groceries whether it is from 1 week or a different week be- 
cause money is fungible it all goes into my checking account. A cou- 
ple of years ago when I won the John Marshall Award for my work 
on the Refco case, there is a small cash component. I knew that 
was going to be direct deposited into my checking account. Before 
I got that check, I knew what I was going to do with that money. 
I was going to pay off a piece of my student loan. Sure enough, the 
money came into my account and then went out to pay off the stu- 
dent loan. So sure, money is fungible but I could tell you with a 



55 


great deal of certainty what I did with that bonus money, that 
extra money that came in. 

What we see is that the financial institutions have been able to 
do the exact same thing. The TARP was an extraordinary amount 
of money and an extraordinary investment. Banks can tell what 
they did with that money. If they are responsible companies, they 
are budgeting for the fact that they are increasing the capital by 
these amounts. This is all money that can be verified and tested. 

So much of Treasury’s compliance system is based on similar 
types of self reporting where financial institutions report their com- 
pliance and then Treasury comes back and hopefully one day will 
test through its compliance function. This is no different. If a bank 
says, I used the money to acquire another financial institution 
which I wouldn’t have been able to do otherwise because I wouldn’t 
have had enough money, that is certainly a verifiable fact. If they 
go buy agency mortgage-backed securities and say this is what we 
did with the money, we can look at what their total volume of secu- 
rities were before the TARP money and afterwards and test that 
money. 

So we do believe that this is an important part of transparency. 
It is important for the Members of Congress, for the American peo- 
ple, and for Treasury as well to know what is going on with the 
taxpayer funds. 

Mr. SCHOCK. I agree. Thank you very much for your testimony. 
I hope you will continue to press on. Thank you, Mr. Chairman. 

Chairman Towns. Congressman Schock’s time has expired. I now 
yield 5 minutes to the gentleman from Massachusetts, Congress- 
man Lynch. 

Mr. Lynch. Thank you, Mr. Chairman. Mr. Barofsky, thank you 
for your great work. I appreciate the work being done by Mr. 
Dodaro and Elizabeth Warren as well. The work that you do obvi- 
ously allows us on the Oversight Committee to do a lot of our work. 

Let me ask you: One of the programs that Treasury has set up 
was this Asset Guarantee Program where Treasury will guarantee 
certain toxic assets held by qualifying financial institutions. They 
have focused mainly on toxic assets held by Bank of America and 
Citigroup. I think those are the two big outfits that they focused 
on. Have you been able to get information on the specific assets 
that Treasury has acquired from Citigroup and Bank of America? 

Mr. Barofsky. We are in the process of putting together an 
audit that is going to address exactly that question. We received 
a letter request from Congress to look into that. We are right now 
in the process of putting together the audit structure that is going 
to address exactly that issue of what is in there, what the cash- 
flows are, and how it came to be. It will be really a thorough audit 
on the entire process and what is going on at Citigroup. 

For Bank of America, Ken Lewis, the CEO of Bank of America, 
indicated that they are withdrawing from that program. The con- 
tract was never signed and therefore it is not actually going to be 
imposed. We do have a pending audit that we expect to complete 
in September that addresses Bank of America and its participation 
in the TARP programs. So we will touch on that there but we won’t 
be doing a similar study of the assets given the change in status 
of that program. 
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Mr. Lynch. I know this was instituted in November 2008 and I 
am just wondering what actually was purchased. My question real- 
ly focuses on our potential exposure. If we are providing a guaran- 
tee behind a credit default swap or some complex derivative, our 
exposure may be greater than what your monetary assessment has 
been, even at $3 trillion. I am just worried about our exposure 
there. 

Let me just shift. I certainly anticipate your report in September. 
That will be great. 

Let me ask you about your own position here. We originally set 
up the Special Inspector General for TARP in connection with the 
$700 billion that was allocated. I did not vote for that but it went 
through anyway. A lot of us didn’t. Originally you were set up to 
oversee and to safeguard the taxpayers’ money. However, recently 
I understand that Treasury has challenged your authority as an 
independent oversight body. Reportedly, Treasury has requested an 
opinion from the Justice Department Office of Legal Counsel ques- 
tioning whether your Office in fact falls under Treasury’s authority. 

Can you comment on Treasury’s challenge to your independence, 
which you talked about earlier as being so important, integral to 
your operation there? 

Mr. Barofsky. Yes. We do think this is potentially an issue that 
could impair our independence. Treasury has sought this legal ad- 
vice from LLC. We have submitted our own submission detailing 
our position. We think it is crystal clear what Congress’s intent 
was, for us to be an independent agency operating within the 
Treasury Department. We are going to wait and see. But we think 
that there is a danger that Treasury could try to assert, depending 
upon what the LLC opinion is, the authority to shut down inves- 
tigations or audits that we may seek to initiate. We think that 
would obviously be contrary to the intent of Congress. Certainly we 
will let Congress know if we do get an adverse opinion. 

I am pretty confident, though. I think the statute is so clear and 
the intent of Congress is so clear. I am hopeful that LLC will see 
it the right way, I think really the only way that makes sense 
based on how the statute is written and what the statements of 
Congress have been both at the time of enactment and since then. 
Hopefully this issue goes away. I always thought this was an un- 
necessary thing for Treasury to do. I continue to think so. 

Mr. Lynch. Obviously if this challenge is diverting the energies 
of your staff to defend itself, perhaps we in this committee can, 
there are some vehicles that are going through Congress right now, 
we could simply amend one of those just to clarify that our intent 
was that you would be independent and that you conduct oversight 
over the operations of Treasury in connection with this TARP pro- 
gram. 

I also heard that Treasury’s decision to challenge this came im- 
mediately in response to some of your questions regarding the 
bonus payouts at AIG. Is that correct? 

Mr. Barofsky. That was the timing. I wouldn’t go so far as to 
do a causal relationship between the two because I don’t know for 
sure. It did come up, the issue, on the eve of an interview that we 
were going to have with a member of Treasury’s General Counsel’s 
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Office who was involved in the executive compensation issue at 
AIG. So it certainly was at that time. 

Mr. Lynch. I only speak for myself and I know my time has ex- 
pired. I just want to say that I think it would be a terrible mis- 
carriage of what Congress’s intent was to have you hamstrung by 
being put under Treasury. We established your Office to oversee 
and to protect taxpayer money. We do not expect you to be answer- 
ing to Treasury. We expect you to be investigating them and con- 
ducting your oversight. 

Thank you. I yield back, Mr. Chairman. Happy birthday. 

Chairman TOWNS. You can’t yield back. You don’t have any time. 
[Laughter.] 

Congressman Fortenberry. 

Mr. Fortenberry. Thank you, Mr. Chairman. Mr. Barofsky, wel- 
come. Thank you for your testimony today. 

You have made the news with your $23.7 trillion pronouncement 
in your report. I would like ask you to unpack that further. That 
obviously is the fullness of potential taxpayer liability, the poten- 
tial exposure to taxpayer liability. Many of us have been operating 
off of a working assumption that total taxpayer liability was about 
$12 trillion, that between the Fed and the FDIC as well as the 
Treasury Department that totaled about $12 trillion. Now, the 
other number that I thought was significant that you said was 
about $4 trillion of actual realized expenditures. 

So I have two questions. Let us just try to break this down into 
categories that are manageable. Tell the American people where 
that taxpayer liability is located. To whom has it has been gifted, 
basically? Then, again, under the $4 trillion actual realized expend- 
itures, to whom is that going and in what form, direct expendi- 
tures, loans, guarantees? By whom, to whom? 

Mr. Barofsky. Your question actually encapsulates why I made 
this an entire section of our report. It is obvious there are some 
very complicated issues here. In Section 3 of this report, we do that 
breakdown. We talk about each of the numbers that we are talking 
about. 

The $3 trillion that is currently outstanding, the $4.7 trillion 
that has been expended or guaranteed in total including money 
that has been paid back and canceled programs from the initiation 
of the crisis through June 30th, and then the $23.7 trillion number, 
which is the maximum number if every one of these programs was 
subscribed to to the highest amount, every guarantee was done. 

The purpose of this really wasn’t to make the news or to make 
a splash. What we did here is we took the 50 programs because we 
thought it was important to show what the 50 programs were in 
addition to TARP that address the Covernment’s support of the fi- 
nancial system. Really, the $23.7 trillion which has generated so 
much controversy and so much comment from the Treasury De- 
partment is just adding up the number of what the total high 
water mark is for each of those 50 programs. That is what is re- 
flected in here. 

So it is not that the taxpayer is on the hook right now for $23.7 
trillion. We do not say that and we do not suggest it. But that is 
the maximum if you take all of the programs that have been initi- 
ated since the inception of the financial crisis. 
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Mr. Fortenberry. That is the total potential exposure. But 
again, let us get back, let us try to frame that a little bit more con- 
cisely. This is 250 pages, the particular section you are referring 
to I do not know how many pages is that, I do not know if you have 
a particular chart that categorizes this in broad terms so that we 
can all have a working framework that is useable so that we can 
understand the total liability that exists and actually where it is 
going. 

Mr. Barofsky. Table 3.4 on page 138. I would say that any tax- 
payer or anyone interested, this report is at our Web site 
www.sigtarp.gov, anyone can download this and see all the facts. 
But if you look at page 138, that has a table which is entitled In- 
cremental Financial Systems Support. What we have done here is 
some existing programs were increased, so we have not included 
the total program but only the increase that is attributable to the 
financial crisis. 

What we have here is it lists the different sources of where the 
guarantees or support are coming from and lists what the current 
balance is, the maximum balance from inception, and what the 
total potential support is. And that is the phrase that I think is the 
right one, it is total potential support. Now each of these entries 
in here, and we list the Federal Reserve, the FDIC, Treasury 
TARP, Treasury non-TARP, and then others, is supported subse- 
quently in the report by other charts. 

So, for example, if you wanted to see what the Federal Reserve 
portion of this is, you just turn the next page and in Table 3.5 we 
list each of the Federal Reserve programs that is described again 
with this same information, the current balance, the maximum bal- 
ance, and the total support related to the crisis. What you do when 
you add up each of these charts and the total support, that is 
where the $23.7 trillion number comes from. 

Mr. Fortenberry. Now, out of this comes about $16 trillion be- 
tween the Federal Reserve, Treasury, and the FDIC. Again, the op- 
erating assumption that we have been working off of for basically 
the balance of this year because there were no numbers available, 
easily available, was $12 trillion. So that is a very significant in- 
crease. 

Mr. Barofsky. That is one of the reasons why we have done this. 
We have come under some criticism for having done this. But every 
time that we would look at a different article or a different news- 
paper there would be a different number there. We thought it was 
important to put the TARP in context to collect what the major 
numbers were, and that is what we have tried to do here. 

Mr. Fortenberry. What level of detail does it go into in terms 
of actual recipients of these various funds between FDIC, Treasury, 
as well as the Federal Reserve? 

Mr. Barofsky. We had a page limit. Ultimately, this is TARP in 
context and given the number of these programs, what we have 
done is really a one or two paragraph summary of each program. 
Also, everything that is in here is based on publicly available infor- 
mation. This is all stuff that we got off the Web sites or congres- 
sional testimony of the different agencies. Getting into the recipi- 
ents would be I think in a large part in many cases beyond what 
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is publicly available and, frankly, beyond our jurisdiction or author- 
ity because these are non-TARP related. 

Chairman Towns. The gentleman’s time has expired. Thank you. 

I now yield 5 minutes to the gentleman from Massachusetts, Mr. 
Tierney. 

Mr. Tierney. Thank you very much, Mr. Chairman. Thank you, 
Mr. Barofsky, for the work that you are doing and for being here 
today. I just have two lines of questions, should not take too long. 
One concerns the term asset backed securities loan facility, the so- 
called TELF. This is an idea where they need a AAA rating from 
two of the rating firms and a not less than AAA rating from the 
third firm. But we continue to have these rating agencies paid by 
the issuers, by the people whose product they are rating. 

You made mention of that in your report. You said essentially 
they are “paid by the issuers of the very securities that they are 
rating. As a result, the agency has an incentive to issue a high rat- 
ing to attract future business from that issuer.” That is one of the 
problems that got us to where we are today in this whole financial 
crisis. It should hoggle our minds that we are continuing down that 
path and in relying on those as part of this program. So you would 
agree, obviously, that we should be concerned about this. Moreover, 
what would you suggest that we do as a different methodology for 
the TELF program and others? 

Mr. Barofsky. This is something that we have been pushing for 
since our initial report to Congress in February. We have some 
suggestions. One of our concerns is a race to the bottom. Moody’s 
actually came out, one of the three rating agencies, and has said 
basically that they are losing business because they have been 
more strict than the other two and, as a result, they have not heen 
getting enough business. 

We have not investigated that. We think that the Federal Re- 
serve and Treasury needs to investigate that further. But it sort of 
raises the ultimate issue of a potential race to the bottom. And 
then it was expanded when the TELF went into commercial mort- 
gage-backed securities they added more rating agencies but kept 
the number at two that are required to get approval. That only ex- 
acerbates the issue of more rating agencies for that race to the bot- 
tom to occur. 

I think what they need to do is what the Federal Reserve, to 
their credit, has started to do, which is, stop relying on rating 
agencies to do the work, the diligence, the underwriting that stands 
behind these asset-backed securities. The Federal Reserve has 
hired a collateral monitor for commercial mortgage-backed securi- 
ties to come up with its own evaluations as to what these things 
might be worth in a stressed environment. We think that it is im- 
portant to keep pushing in that direction, away from reliance or 
the importance of rating agencies in this process to make sure 
when we are dealing with taxpayer money that the level of protec- 
tion is a little bit higher than what has, as you correctly state, got 
us into this soup in the first place. 

Mr. Tierney. What can Congress do to help you push that point? 
Obviously, if we are not going to have somebody other than the 
issuer pay, then we should do exactly what the Fed is doing with 
this program. 
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Mr. Barofsky. It is not really our policy to advise Congress on 
specific legislation on these policy issues. 

Mr. Tierney. But saying that legislation would be the only thing 
we could do or one of the things we could do or whatever, it would 
be helpful, generally. 

Mr. Barofsky. I think it also is sort of worth noting that in the 
regulatory reform that this Congress is considering, taking a good 
hard look at what the reforms are for the rating agencies and 
whether the reforms truly and squarely address these conflicts of 
interest that had such disastrous consequences leading into the fi- 
nancial crisis. 

Mr. Tierney. Thank you. My other line of questioning has to 
deal with the credit derivative contracts that AIG held with third 
party counter-parties. The financial situation when it occurred ob- 
viously created a situation where the counter-parties claimed that 
the contract terms had been violated. They demanded either pay- 
ment or additional collateral from AIG. AIG’s lack of liquidity obvi- 
ously made that difficult to come up with, and there was a contest 
between AIG and those third party people as to whether or not 
there was money owed, if so, how much should it be, and there was 
a negotiation that was going on on that. 

When Mr. Liddy from the AIG was before the committee we 
asked him why it was they paid 100 percent on the claim. He said 
he did not believe they necessarily should have, that in fact there 
was contention amongst that, and he had been somewhat surprised 
because he and the people at AIG had not done it, that in fact it 
had been the Fed and the New York branch, in particular, that had 
done it. Are you looking at that at all? Are you able to tell us what 
happened that all of a sudden in contested claims they just up and 
forked over 100 percent? 

Mr. Barofsky. We are. We are looking at that. We have a pend- 
ing audit into that very specific issue, the credit party payments, 
the payment of 100 cents on the dollar, and who made that deci- 
sion. I expect that audit will be finalized by September. 

Mr. Tierney. Thank you very much. I yield back. 

Mr. ISSA. Would the gentleman yield? 

Mr. Tierney. Yes, I will. 

Mr. IsSA. I have just one quick followup. Are you familiar with 
the XBRL and are you in a position to help get this kind of trans- 
parency data base access available to agencies that currently are 
not reporting in a transparent fashion? 

Mr. Barofsky. We are familiar with the XBRL product. I heard 
some testimony about it. Actually, my office received a presentation 
on it. It does appear to be a useful type of product to track these 
types of funds. 

Mr. IsSA. Thank you. I yield back, Mr. Chairman. 

Chairman TOWNS. I yield to the gentleman from Indiana, Mr. 
Burton. 

Mr. Burton. Thank you very much. I want to thank Congress- 
man Issa for the letter that he gave to me. 

We had Mr. Paulson and Mr. Bernanke before the committee just 
in the last couple of weeks. They had an epidemic of memory loss 
on a number of issues. Mr. Paulson was working of course very 
closely with Mr. Geithner, the now Secretary of Treasury, on a 
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number of issues, as well as Mr. Bernanke. This whole pattern 
really kind of bothers me about how they have appeared to keep 
things from the Congress of the United States because they can’t 
remember who did what on the Merrill Lynch deal with Bank of 
America and now Geithner’s work with Paulson. 

Now they are in effect threatening you. I don’t see how anybody 
can get anything out of this letter that we received other than they 
were putting the hammer to you to back off. 

You say here that on April 15th, Mr. Knight wrote to the OLC 
over at the Justice Department attaching a copy of SIGTARP’s 
April 7th memorandum regarding the presented issues. They were 
asking whether or not you should fall under the jurisdiction or con- 
trol of the Treasury Department. It is pretty clear I think to every- 
body on this committee that you should be independent because 
that is what your job is. 

But then there was some kind of correspondence between you 
and the Department of Justice. They asked you to redact a portion 
of the email exchange from OLC. That was to you, right? 

Mr. Barofsky. I think all of the information that our correspond- 
ence that we — oh, yes. I am sorry, yes. The response from OLC to 
us, which then generated an additional response from Treasury, 
yes. We were asked to redact that. 

Mr. Burton. I wonder why they asked you to redact that. Did 
they give you a reason? 

Mr. Barofsky. The stated reason from OLC is that the informa- 
tion was indicative of their current thinking on an uncompleted 
matter. Therefore, it was privileged information. Until they came 
to a final resolution, they didn’t want 

Mr. Burton. I was chairman of this committee for 6 years and 
I worked with the Justice Department on a number of occasions, 
a lot of occasions, as a matter of fact. They didn’t give any informa- 
tion out or send any correspondence whatsoever that would have 
to be redacted. The reason they didn’t is because until they made 
a final determination, they didn’t want any information out there 
in the hinterlands. 

When they sent you this information, and then they tell you that 
it has to be redacted, it seems to me that is once again working 
with the Treasury Department to kind of keep the hammer on you 
and hold things in abeyance so that you will walk the chalk. Do 
you have any comment on that? 

Mr. Barofsky. I really can’t, unfortunately. 

Mr. Burton. I didn’t think you could. I think this is such a bla- 
tant attempt to intimidate you. I am so happy that you contacted 
Ranking Member Issa and Senator Grassley. What it has done is 
it has illuminated this issue so that these people that are trying 
to slow you down and not let this information get out in the public 
domain, they are going to be threatened by this right now. 

The only thing I would admonish you to do is to watch your back. 
You, as I understand it, are subject to the President. You serve at 
his pleasure. So I think there could be some reason they could 
come up with down the road that would get you replaced. 

But in the meantime, I want to congratulate you for having the 
intestinal fortitude — and I would use some other terminology if I 
weren’t in public — to stand up for what you believe in. I think it 
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is really great and I am glad you sent this letter to Mr. Issa. Thank 
you. 

Mr. Barofsky. Well, thank you very much. I can assure you and 
I can assure this committee that I will not spend a single moment 
worrying about my job security or my future. I am just going to 
continue to do the job that I have been hired to do, which is bring 
as complete transparency as possible and to continue to audit and 
investigate to the best of my abilities. 

Mr. Burton. I have not met you before but I like you, man. 

Mr. Barofsky. I have had a tough couple of days so I appreciate 
that. 

Mr. Issa. Would the gentleman yield? 

Mr. Burton. I would be happy to yield. 

Mr. Issa. I have one followup question. Much has been said of 
this $23.7 trillion plus or minus a trillion here or there. But be- 
cause constitutionally we must authorize and appropriate moneys, 
wouldn’t it be fair to say that we need to have the transparency 
so we can anticipate in each fiscal year the likely outlays of addi- 
tional money where risk is beginning to become recognized? 
Wouldn’t that be something that this committee has to be able to 
access if we are going to allow the appropriators to make those 
funds available, presumably because additional losses may still 
occur in a number of markets like the housing market? 

Mr. Barofsky. I have to confess that I don’t have an intimate 
knowledge of the emergency authorities that have been invoked by 
the Federal Reserve and to a certain extent by the FDIC in author- 
izing these maximum amounts and what Congress’s role is for au- 
thorizing them. So I am not really sure what the constitutional 
structure is. 

Mr. Issa. Assuming that we believe that, currently, in your opin- 
ion, are we getting that information assuming that we believe that 
we should appropriate moneys in the years in which the loss oc- 
curs? 

Mr. Barofsky. I think from a looking back perspective, we have 
done our best to bring that information to your attention to the 
best that we can based on publicly available information. 

Mr. Issa. Thank you, Mr. Chairman. 

Chairman Towns. Let me just say before I yield to the gen- 
tleman from Missouri that I like you, too. Let me just say that you 
also serve at the pleasure of the Congress as well. I don’t think you 
have a problem because the President has said that he is for trans- 
parency. Every conversation I have ever had with him, he talked 
about the importance of transparency. So to me, you should be in 
good shape. 

Mr. Barofsky. Thank you, Mr. Chairman. Happy birthday. 

Chairman TOWNS. Thank you very much. I yield to the gen- 
tleman from Missouri, Congressman Clay. 

Mr. Clay. Thank you, Mr. Chairman. Happy birthday also. 

Chairman TOWNS. I am afraid this is making me even older. 
[Laughter.] 

Mr. Clay. Mr. Barofsky, thank you for being here. I look forward 
to your insight on questions that are asked frequently in Missouri’s 
First Congressional District. I did not agree with the original 
thrust of TARP and am still troubled by some results that I see. 
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One of the most important reasons for the legislation was to pro- 
vide liquidity for businesses and home owners as the ultimate ben- 
efit of shoring up the banks and investment houses. We are seeing 
large banks and investment houses experiencing exorbitant profits 
but no relaxation of credit and no significant increase in liquidity. 
Why has liquidity not been restored to small businesses and indi- 
vidual consumers as a result of stabilizing these lenders? Do you 
find that too much of the moneys and profits are invested in Treas- 
ury bonds rather than in moneys made available for lending? 

Mr. Barofsky. I think that the lack of transparency and the fail- 
ure to adopt our recommendations regarding requiring the recipi- 
ents to report on their use of funds makes answering that question 
almost impossible. Until we know with some degree of precision ex- 
actly how the financial institutions are using the money, it is hard 
to answer the question of why they are not using it to increase 
lending. We do not know what they are doing. 

In our survey, our audit report, which was just their responses 
to our survey, we have a lot of answers that could lead to some con- 
clusions. But that survey, of course, was from a certain point in 
time, basically March of this year. The banks that responded to the 
survey, 75 percent of them, said that they had not yet allocated or 
spent all of their TARP funds. 

Since the time of this survey, another 200 institutions received 
TARP money, including insurance companies, which, frankly, I do 
not think anyone expects is going to be using the money as part 
of their banking subsidiaries that entitle them to receive TARP 
funds. 

So it is very difficult to answer the question of why are they not 
increasing lending if we do not know what they are actually doing 
with the money. The only way we can get that on a more timely 
and regular basis is if Treasury adopts our recommendation and 
commits itself in deed as well as in word to maximum trans- 
parency. 

Mr. Clay. In your ciystal ball, do you suspect that they are per- 
haps paying out lucrative bonuses or paying off debt? What do you 
think is happening? 

Mr. Barofsky. Based on what we saw from our snapshot back 
in March, a certain number are using it to pay off debt, different 
types of debt. Some are paying down lines of credit with the Fed- 
eral Reserve with TARP funds. 

One smaller institution reported to us that, in substance, they 
were planning on using the TARP money for one purpose. I think 
it was to increase lending but right around the time that they got 
their TARP funds they got a line of credit that they had with an- 
other financial institution called in and they ended up using sub- 
stantially all of the TARP funds to make good on this money that 
they had borrowed from another financial institution that they may 
have had real trouble paying back but for the TARP funds. So we 
get glimpses, at least from the dates of our survey, as to what hap- 
pened. 

Mr. Clay. On another subject, how do you see the private pro- 
gram of AIG, the Systemically Significant Failing Institution Pro- 
gram, as having worked to the advantage of the taxpayers? AIG is 
the only company to receive funds under this program. We own 80 
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percent of the company yet allow fire sales of the most valuable as- 
sets, which are on the insurance side of the company. Why do we 
do this? 

Mr. Barofsky. That is a question I think is better addressed to 
Treasury than to myself. It is very hard to go back into the old way 
back machine and know exactly what would have happened if we 
had not bailed out AIG through the Federal Reserve or through 
Treasury and what the implications and ramifications would have 
been. Certainly from some folks’ perspective, those who were re- 
sponsible for the bailout and those at AIG warned that the con- 
sequences would have been disastrous. But it is hard to really 
know, to go back and know exactly what would have happened. 
What we have to do and will continue to do in our audits of AIG 
is to try to bring transparency to that decisionmaking process and 
transparency to what is happening over there. We are going to con- 
tinue to do so. 

Mr. Clay. Who do you think are the recipients of these below 
dollar deals? 

Mr. Barofsky. For AIG to sell the AIG assets? 

Chairman Towns. Yes. 

Mr. Barofsky. I think AIG has disclosed some of their sale of 
assets and, to the extent that they have, those are included in our 
report. 

Mr. Clay. Thank you so much for your answers. 

Mr. Barofsky. Thank you. 

Chairman Towns. I now yield to Congressman Driehaus. 

Mr. Driehaus. Thank you very much, Mr. Chairman. Let me 
echo my colleagues in wishing you a happy birthday as well. 

Mr. Barofsky, thank you very much for your testimony. I share 
the opinion of many of the members of the committee that you 
should, in fact, be independent. If there are challenges with Treas- 
ury, we should certainly be addressing those because we value your 
independence. We certainly value the information that you have 
provided us here today. 

I, too, like many of my colleagues, am astonished by the potential 
exposure that you have identified. I guess I take a little different 
view. I go back to how this may have been prevented and am as- 
tonished that so few people are willing to look at the inaction and 
the failure of regulation to work properly to prevent the almost col- 
lapse of our financial markets. I was not serving in Congress last 
fall when the markets nearly collapsed but I said at the time that 
I would have reluctantly supported the TARP if only to stabilize 
the financial institutions. I subsequently voted against the second 
round TARP because it did not include many of the conditions on 
transparency that so many of my colleagues have talked about here 
today. 

But I go back to the failure of Congress and the failure of pre- 
vious administrations to regulate mortgage-backed securities, 
CDOs, and CLOs while at the same time the banking industry was 
suggesting that they are the most regulated industry in the coun- 
try and there was not any need for us to move forward. Many of 
these same folks that are complaining about the exposure are also 
working against regulatory reform in financial services. So I am 
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struck by some of the comments that have been made by some of 
my colleagues. 

Specifically, I would like to pursue a line of questioning regard- 
ing some of these toxic assets and the valuation of the toxic assets. 
There was an article in the Wall Street Journal yesterday that I 
think was very interesting when they talked about collateralized 
debt obligation and the fact that this was related to the mortgage- 
backed securities which allowed the predatory lending to happen. 
But trying to pull all of these assets apart and value them in any 
real way is a Herculean task. There is so little in terms of collat- 
eral, in terms of capital that is actually behind them. From your 
perspective, when looking at these toxic assets, how do you believe 
we can best value them? 

Mr. Barofsky. I, too, read the Wall Street Journal article on the 
pulling apart of one of these CDOs. I think it was a great illustra- 
tion of the problem of these unbelievably complex securities and 
the challenge that Congress has in creating the right type of regu- 
latory reform that will ensure oversight so that these types of prod- 
ucts do not reek the damage that they did. 

I think the valuation issue is a very challenging one and I think 
it is one that at first instance has to be done by the Treasury itself, 
to the extent that they have these assets on their books, whether 
it is through an asset guarantee of Citigroup or whether it is in its 
own collection of assets. It is a very complicated structure that 
needs a great degree of expertise and I think a great degree of 
skepticism. 

We also have to see what happens with the other programs, 
whether these complex derivative products start coming across in 
the actual purchase programs or other subsequent TARP programs 
where I think that issue will come more to the front. 

Mr. Driehaus. I realize your function is in evaluating the way 
in which the TARP moneys are being spent. But as you look at it 
and as you look at the causes of this financial collapse, can you 
offer advice as to moving forward, the type of regulation and the 
type of products that we should be looking to regulate as we move 
forward? 

Mr. Barofsky. I think that one is a little bit outside of my lane. 
I think I would be uncomfortable offering opinion on that. I think 
when it gets to the core issues of regulatory reform it is fair for us 
to identify some areas like the role of credit rating agencies be- 
cause we are seeing that. But when you get into the nuts and bolts 
of regulatory reform, I would be uncomfortable offering my opinion. 

Mr. Driehaus. Is it fair to say that much of the exposure that 
you have identified is due to a failure to regulate appropriately cer- 
tain products? 

Mr. Barofsky. I do not think that, short of an audit product or 
short of a more thorough examination of these causes, I would feel 
comfortable offering that opinion. 

Mr. Driehaus. Thank you, Mr. Chairman. 

Chairman Towns. Thank you very much. I now yield to the 
ranking member from California, Congressman Issa. 

Mr. IsSA. Thank you, Mr. Chairman. I am just going to close. I 
realize there is a second round but our side will not be asking for 
it. We thank Mr. Barofsky. The fact is that you have been very 
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generous with your time and you have given us a lot of food for 
thought. 

I just want to close, first of all, by thanking the chairman, and 
second, by asking the chairman if would he consider bringing the 
Treasury Secretary here next to help close the loop on a lot of these 
areas of transparency. I think Treasury deserves an opportunity to 
tell us from their perspective why they have not yet implemented 
these. 

Chairman TOWNS. The gentleman makes a good point. We will 
definitely look into it. 

Mr. ISSA. Finally, in closing, I want to echo your words when you 
said, “in deed as well as in word.” President Obama promised us 
an unparalleled level of transparency and it is very clear that the 
bureaucracy that stands between President Obama and what he 
has told both the chairman and myself and all of us is in the way. 
So in closing, and we look forward to having you back here again 
in a quarter, I want to thank you for doing everything you can do 
to bring about that level of transparency. 

For myself, and the chairman has already said for himself, we 
want to promise that we will be your partners in bridging that bu- 
reaucratic nightmare that always exists between a President, like 
President Obama who has promised us transparency; the Congress 
who begs for transparency; the IGs who help produce it; and the 
bureaucracy that stands in the way. So you have our support on 
a bipartisan basis. You will continue to have our support because 
we agree with you that transparency, this light is the only form of 
disinfectant that is going to prevent Government waste. 

With that, Mr. Chairman, I thank you again for this series of 
very good oversight hearings. I thank our witness and look forward 
to seeing you in about 90 days. I yield back. 

Chairman Towns. Thank you very much. I now recognize the 
gentlewoman from Ohio. 

Ms. Kaptur. Thank you, Mr. Chairman. We appreciate this and 
we appreciate your endurance, Mr. Barofsky. I wanted to just state 
for the record that at least this Member and many of the people 
she represents believe that this is the largest transfer of wealth in 
American history that we have ever seen from those whose equity 
has been moved to Wall Street institutions that now have become 
even more concentrated as a result of what has occurred with the 
meltdown in the financial sector. I just wanted to again share in- 
formation. 

It is interesting to me that some of the companies like BlackRock 
that are involved in the resolution are headed by individuals who 
were heavily involved formerly when they headed other companies 
in inventing the sub-prime instrument itself We do not know 
where they did all of their handiwork necessarily, but I find it very 
interesting that the Federal Government now rewards them in very 
non-transparent processes. I said to myself, could they well be han- 
dling paper that they invented and trafficked 10 years ago or 15 
years ago? The derivative instrument itself, I understand, was 
heavily influenced by a gentleman who is now the vice chair of 
PNC. 

At our home in Ohio, I have just received a notice that our cer- 
tificate of deposit that has been with National City Bank is going 
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to be transferred to PNC come this November. I do not want PNC 
owning our meager assets. That is not my choice and yet I see this 
having an impact. Ohio is now left with only three money center 
banks. National City is disappearing. I see this power gravitating 
elsewhere to the very people who caused this problem in the first 
place. 

One of my questions really has to do with Freddie Mac, and I 
could concentrate on Fannie Mae and FHA, because basically what 
has happened is all the bad paper is being dumped on the tax- 
payer, as you have well noted in your report, in different ways, put- 
ting it here, here, and every place else in the Federal Government 
so it is not easily traceable. 

But if one looks at Freddie Mac, which is central in terms of 
being a dumpster as well as an enabler during the 1990’s, let me 
just ask you why, and when I looked at your report I could not find 
the word Freddie Mac, but why have Freddie Mac and Fannie 
Mae’s paper been hidden behind the walls of Oz over at the Federal 
Reserve? Do you have any role at all in unwinding the role of 
Freddie Mac in all of this going back into the 1990’s? 

Mr. Barofsky. We do not have jurisdiction over Freddie Mac in 
any aspect other than the fact that Treasury has hired them as a 
financial agent to help do compliance for the mortgage modification 
program. But other than that, since Freddie Mac is not involved in 
TARP specifically, we do not have jurisdiction over them. 

Ms. Kaptur. I do not know if you are aware of this or if the pub- 
lic is aware of this, but Freddie Mac had over $500 million of fines 
placed on it already for fraudulent activities. The fact is that dur- 
ing the heyday of their nefarious activity they had blown up profits 
over 30 percent on their books, they underestimated risk, and they 
have begun to pay a heavy price for that. 

I am very interested in your opinion as an auditor, do you find 
it rather interesting that we cannot get at that paper even though 
the American people are the recipient of all the mistakes? Our 
mortgages are not being worked out at the local level. J.P. Morgan 
Chase is the worst forecloser in my district, including through one 
of its affiliates called Plymouth. Yet they can dump their paper, 
and theoretically a lot of it moves through Freddie and Fannie, and 
behind these walls of the Federal Reserve we cannot get at that. 

As I look at a capable individual like yourself and your staff, I 
am saying to myself, you are never going to get at the truth be- 
cause they divided up the turf in such a way that you can never 
tell us the whole. How do you respond to that concern of mine? 
How do we get the whole truth? 

Mr. Barofsky. I think it should be no surprise at this point that 
I agree wholeheartedly that more transparency is better than less, 
that the more information that is out there for policymakers and 
the American people is better. Because it is not related to a TARP, 
it is outside of our scope and our jurisdiction. 

Ms. Kaptur. You are saying it is unrelated yet the Fed has just 
hired I believe Black Rock to help to resolve, whatever that means, 
the Freddie Mac and Fannie Mae paper. Let me just quote from 
the Washington Post: “Freddie Mac’s alleged manipulation and ac- 
counting errors caused it to understate profit by 30.5 percent in 
2000 and 42.9 percent in 2002 and to overstate profit by 23.9 per- 
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cent in 2001. These manipulations include transactions that shifted 
windfall earnings into later periods or it might have been hard for 
the company to meet Wall Street expectations.” 

My point is I do not see how we can know the whole truth and 
this troubles me, Mr. Chairman, because even the secret TARP re- 
port today, there are so many agencies, it is like they have divided 
up into a thousand pieces just like they did the derivatives so we 
can never know the truth. How do we get our arms around the 
whole? How do we do that? Can you think about that? 

Mr. Barofsky. I think the question is best addressed to the In- 
spector General for the Federal Reserve as well as the Inspector 
General for FHFA who oversees the conservatorship of Fannie and 
Freddie. They would be in a better position since these things are 
under their jurisdiction to help you find the answers. 

Ms. Kaptur. From a Federal Government standpoint, are you 
disallowed from working together? 

Mr. Barofsky. Oh, no, no, no. We do coordinate together. Those 
Inspector Generals are both on part of my TARP IG council be- 
cause they do have actions that impact the TARP, and I am part 
of the Financial Regulatory IG Council and we do talk and do co- 
ordinate with one another where our interests intersect. Here, this 
is sort of apart from the TARP program so I do not really have an 
ability to go in and look at that information. 

Chairman TOWNS. The gentlewoman’s time has expired. But I 
think she makes a great case as to why the Inspectors General 
should have independence. I agree, when there is $23.7 trillion at 
stake it is important that we make certain that they are independ- 
ent. 

Let me thank you, Mr. Barofsky, for your testimony. I appreciate 
the interest of the Members who attended today’s hearing. 

Earnings at the largest banks and the bank holding companies, 
such as J.P. Morgan, Goldman Sachs, are up yet lending remains 
down. It is unacceptable that profits go up while lending goes 
down. The taxpayers have invested very large amounts of money 
in these banks, but what have we gotten in return? It remains un- 
clear. The taxpayers deserve to know how their tax dollars are 
being spent. The Treasury Department needs to publish full and 
detailed information on the use of TARP funds and publish the 
value of TARP portfolio on a monthly basis. They have that infor- 
mation and they should make it public. 

Moreover, Treasury also requires the largest banks to file month- 
ly reports showing the dollar value of their new lending. That 
should be made public also. If Treasury does not put this informa- 
tion up on its Web site, this committee will. And if Treasury does 
not turn over this information voluntarily. Secretary Geithner will 
be brought before the committee to explain why not. 

What we have heard today convinces me that one of the best 
things Congress did when it created the TARP was to also create 
the Special Inspector General to oversee TARP spending. I can now 
understand why the Treasury Department would like to reign in 
SIG TARP. But we are not going to let that happen. You heard 
from the members on this committee today in terms of their com- 
mitment. 
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Again, I thank our witness, Mr. Barofsky. We thank you for your 
time and information that you shared with us. 

Finally, let the record demonstrate my submission of a binder 
with documents relating to this hearing. Without objection, I enter 
this binder into the committee record. 

Without objection, the committee stands adjourned. 

[Whereupon, at 2:40 p.m., the committee was adjourned.] 

[The prepared statements of Hon. Gerald E. Connolly, Hon. 
Diane E. Watson, and additional information submitted for the 
hearing record follows:] 



70 


Opening Statement of Congressman Gerald E. Connolly 
Committee on Oversight and Government Reform 
"Report of the Special Inspector General for the Troubled Asset Relief Program" 
July 21*', 2009 


Thank you, Chairman Towns for holding this hearing, in a time that many seem to be suffering from a 
severe case of amnesia. At this Committee's last meeting the minority lambasted the "Bush-Obama" 
TARP plan that we are discussing again today. This hearing should serve to remind us that aggressive 
intervention was necessary to prevent economic collapse in the fall of 2008, and that only the rigid anti- 
government ideology of the Bush administration prevented this rescue from being executed more 
effectively. It is ironic that the minority would tag the President with the TARP slur when in fact it was 
the Democratic Congress that demanded changes to the administration's original TARP proposal that 
have allowed the Treasury to wage a more effective economic stabilization campaign, and that it was 
the minority's opposition to a voting stake in banks that now makes TARP investments less transparent 
and accountable. Although I voted against the second tranche of TARP funding, it is worth remembering 
that Democratic intervention greatly improved the initial TARP legislation. 

As so many members reminded Mr. Paulson at the last meeting, the Bush administration presented 
Congress with a three page bill authorizing the Treasury to purchase "toxic assets," removing subprime 
mortgages and other liabilities from banks' balance sheets. Upon receiving this ill-conceived bill, many 
members of Congress (and economists) noted that it would be a more effective and accountable use of 
taxpayer money to make direct equity investments in banks. As Nobel Prize-winning economist Paul 
Krugman wrote in October of 2008: 

What he [Paulson] should have proposed instead, many economists agree, was direct injection 
of capital into financial firms: The U.S. government would provide financial institutions with the 
capital they need to do business, thereby halting the downward spiral, in return for partial 
ownership. When Congress modified the Paulson plan, it introduced provisions that made such 
a capital injection possible, but not mandatory. And until two days ago, Mr. Paulson remained 
resolutely opposed to doing the right thing. 

Fortunately, Congress insisted on allowing Treasury to make these direct equity injections in banks, in 
addition to granting authority to purchase toxic assets, and former Secretary Paulson ended up using 
that authority more frequently than he had originally planned. A week ago many in the minority party 
expressed dismay that former Secretary Paulson used equity purchases as the primary means of 
economic stabilization through TARP. This view suggests a profound lack of understanding about 
economic policy. 
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Surely the minority party will recall that the Bush administration categorically rejected many members' 
efforts to allow equity injections with voting representation for the Federal government. Obviously a 
voting stake in the banks receiving equity injections would give Congress and the American people more 
oversight and control of funds invested through TARP. The same individuals who decried equity 
investments in banks were of the party that explicitly rejected the very mechanism— a voting stake in 
banks— that would provide far greater accountability and oversight of taxpayer investments. 

Today it is quite easy to look back and claim that TARP was unnecessary, because the catastrophe it 
helped avert has indeed been averted. With no disaster, the nihilists say, what was the need for TARP? 
Recognizing the difficulty of conveying a nuanced view, I will attempt to propound one anyway: The 
TARP represented a necessary economic intervention to prevent economic collapse. It was more 
effective because economists and members of Congress ensured that the Treasury could make direct 
investments in banks rather than just buy toxic assets, but it was less effective than it could have been 
because anti-government ideology of the Bush administration precluded the kind of oversight and 
accountability that would have allowed taxpayers to monitor and recoup their investment more quickly. 
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Questions for Neil Barofsky, Special Inspector General for the TARP: 

Q: i am one of many members who represent people who have lost hundreds of thousands of dollars on 
their homes. Although there were certainly speculators who lost money when the housing bubble 
burst, many homeowners also lost money simply because they happened to buy a house at the wrong 
time. How many homeowners have been helped by the $50 billion invested through the Making Home 
Affordable program in TARP, and what lessons can we learn about the application of this funding to 
inform policy decisions that could both assist stressed homeowners today and avoid housing bubbles in 
the future? 

Q: It seems that over $300 billion in TARP funding has been invested directly in systemically important 
firms through the Capital Purchase Program, Targeted Investment Program, and Systemically Significant 
Failing Institutions program. If the Bush administration had not adamantly opposed giving the Federal 
government a voting stake in banks in which it makes equity injections, what kind of oversight and 
accountability capabilities might we have had that we do not have today? 

Q: Bank of America is now attempting to back out of the Federal Reserve's ring fencing arrangement 
that involved an investment of $118 billion without paying the Federal government anything for the 
financial benefits of having its assets backed by this ring fencing arrangement. If the Federal 
government had acquired a voting stake in Bank of America, what other tools would we have had to 
force BoA to return taxpayer funds on order with the benefits it received from ring fencing? 
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Opening Statement 
Of 

Congresswoman Diane E. Watson 
Oversight and Government Reform Committee 

Tuesday, July 21, 2009 
2154 Rayburn HOB 
10:00 A.M. 

“Following the Money: Report of the Special Inspector 
General for the Troubled Asset Relief Program (SIGTARP)” 

Thank you Mr. Chairman for holding today’s 
important hearing on the release of the Special 
Inspector General for the Troubled Asset Relief 
Program, or SIGTARP’s third quarterly report and 
first audit report on how recipients have used their 
TARP funds. The Emergency Economic Stabilization 
Act of 2008 (EESA) authorized the TARP program for 
the dispersal of approximately $700 billion of federal 
money to attempt to restore liquidity and stability to the 
financial system. 
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Section 121 of the EESA established SIGTARP to 
provide stringent oversight of the TARP program in 
conjunction with the Congressional Oversight Panel, 
the Government Accountability Office, and Congress. 

In this capacity SIGTARP is responsible for reviewing 
the TARP-related activities of Treasury and relevant 
Federal agencies, for overseeing recipient compliance 
with their obligations under various TARP programs, 
and for collecting information to present quarterly 
reports to Congress. 

While I am encouraged by the oversight efforts put 
forth, troubling practices have been revealed. For 
instance, after receiving $150 billion in direct assistance 
and guarantees from the federal government it was 
revealed that AIG used that money to pay 
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counterparties to the derivatives trades that decimated 
the insurance company at 100 cents on the dollar. 

While in contrast the first bank, Old National, to buy 
back the warrants attached to their federal loans 
negotiated a deal with the Treasury to purchase them at 
only 8% of their value, paying the taxpayers back at 
what analysts estimate to be at least two to three times 
less than the market value of such warrants which 
represent the only upside for taxpayers on their risky 
low-yielding investments in the financial sector. 

With the unemployment rate at 9.5% nationally 
and 11.4% in my district in Los Angeles it is crucial 
that today’s hearing gives us an honest perspective into 
the use of TARP funds. If the American people, who 
are suffering profoundly in this economy, are to accept 
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investing in the banking sector they deserve to know 
how their money is being used, and when it will be 
returned to them. 

I would like to thank today’s witness for his 
testimony and for the work his office has done 
overseeing and scrutinizing the TARP program on 
behalf of American taxpayers. 

Thank you Mr. Chairman and I yield back my 


time. 
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MISSION 


SIGTARP’s mission is to advance economic stability by promoting the 
efficiency and effectiveness of TARP management, through transparency, 
through coordinated oversight, and through robust enforcement against 
those, whether inside or outside of government, who w’aste, steal or abuse 
TARP funds. 


STATUTORY AUTHORITY 


SIGTARP was established by Section 121 of the Emergency Economic 
Stabilization Act of 2008 (EESA). Under EESA, the Special Inspector General 
has the duty, among other things, to conduct, supervise and coordinate audits 
and investigations of the purchase, management and sale of assets under the 
Iroubled Asset Relief Program (TARP). In carrying out those duties, SIG IARP 
has the authority' set forth in Section 6 of the Inspector General Act of 1978, 
including the power to issue subpoenas. 


Office of the Special Inspector General 
for the Troubled i^sset Relief Program 
General Telephone: 202,622.1419 
Hotline: 877. SIG. 2009 
SlGTARP@do.treas.gov 
WWW. S I GTARP.gov 
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QUARTERLY REPORT TO CONGRESS 


EXECUTIVE SUMMARY 

In she nine monliis since 1 lie l.'.mergency Economic SlabillzaHon Act of 2(X)8 
i ris\ t inthoraecl CTcalion of ihe Troubled Asset Relief Program {'‘X'\RP”), the 
U.S. Dcparlme.ni oi the Ire;isur\' i" rrcasutj'") has created 12 separate proj^ams 
invo!\-ina (io\'enitnent and jais'ate funds of up to almost $3 trillion. From pro- 
grams invoi\ing large capiliil infusions into hundreds of banks and other financial 
insliiiiiions, to n mortgage modificatirm program designed to modify millions of ; 
nsorlgages, topiiblic.-privalc parlnersiiijis using tens of billions of taxpayer dol- ; 

iars to [lurchaso ‘'toxic " assets from banks, TARP has evolved into a pr<^ram of 
unprccedenled scope, scale, and compiexlly^ Moreover, LARP does not function 
in a vacuum but is rather pari of the brnadcT Gox’emment eflbrts to stabilize the 
(inancial system, an elTort that inclvide.s dozens of inter-related programs operated : 
b\’ iT)ui(i]3jc 1 ccleral agcm:ics, T bus, before the .Anrcriam people and iheir repre- 
sentatix'cs in Caingress om meaningfully eraluftte the effecth’eness of XARP, not 
only must the I ART’ programs themselves Iw understood, but alsoTARP's scope, 
and scale must be placed into projxT context with the other Government prognnns ; 
designed to support the llnancial system. Ibat is one of the ambitious goals of this 
report. 

hr this report, the OlTice of the Special Inspector (>eneral for the Troubled • 

Asset Relief Program (' SKTl ARP") endeavors to (i) explain the various TARP ! 

programs and how Treasury has used those pnignuns ilirough June 30. 2000. (it) ; 
pnivitie a brief exjii/tnat ion of the numerous other Goveniment programs llvjf have I 
been im]xtemented by ’Ireasury and other Tedonii agencies to support the financial ; 
and mortgage markets; (iii) describe wivtt SIG IARP has done to oserscc (he van- ] 
ous TARP programs .since its April Quarlerb' Report to Congress, dated .A|>ril 21, ; 

2009 (t he "April Quarterly Report"), and (iv) set forth a series of recommendations | 
for the operation of TARP. ; 

TARP IN FOCUS, AND IN CONTEXT 1 

JARP, as originally envisioned in the fall of 200R, wotikl have imxilvecl the pur- i 
chase, mtmageinent, and sale of up to $7(K) billion of “toxic" assets, primarily ; 

troubled mortgages and morigage-backed securities (“MRS"). 1‘lwl framework was ; 
soon shelved, howev er, and T ARP funds are being used, or have been anttoimced ; 

to be used, iti connection with 1 2 separate programs that, as set forth in Tabic i ! 

on the next page, involve a total (ineluiiing TARP funds, loans aiul guarantees from ; 
other ageticies, ami privati* ttinney) llial could reach nwirly $3 trillion. T hrough 
June 30, 2009, Treasury’ has announced the paranrelers of how $643. f billioir of 
the $700 billion would be spent through the 12 programs. Of the $643.1 billion ( 
(hat Treasury has cotnmiiled. $44! billion has actually been spent. 

As massive and as iinp<5riani .ts TARP is <in Hs own, it is just one part of a much 
hroatler f ederal Chwornmont effort to stabilize ant) suf^ort the financial system. 

Since (he onset of (he linanciaf crisis in 2007, the Federal Government, through 
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SPECIAL INSPECTOR GENERAL S TRCmE) ASSET f^UEF PRO^JiM 


many agencies, has implemented dozens of programs that arc In oadiy designed lo 
supi^ort the economy and financial sy'stem. As derailed in Seel ion o oi i his reporl , 
the total potential Federal Gov'emment siip{xsrt could reacli up to S23.7 trillion. 
.•\ny asses-sment of the effectiveness or the cost of lAPiP should he luatie in the 
context of these broader efforts. Section 3 also provides a liiloriai on the federal 
Reserve Sy’stem, which administers many of the non- { AHF credit and li{|iiidity 
facilities that are providing support to the financiid sysloin. 


TABLE I 


TOTAL POTIMTIAL FUNDS SUBJECT TO SIGTARP OVERSIGHT, AS OF 6/30/2009 1$ BiuiONSi 

Program 

Brief DescrifKion or Participant 

Total Projected 
Funding at Risk {$) 

Projected TARP 
Funding ($) 

Capital Purchase Program ('‘CPP”) 

Investments n 649 banks to date; 8 instih^bns 
total $134 MSon; recaved $70.1 biion m capital 
repaym«its 

$218.0 

($70.)) 

$218,0 

($70, i) 

Aulotjiotive Industry financing Program 
("AIFP") 

<M. Ctwyslw, GMAC, CJHysler FinatKi^: received 
$1 30.8 miBioti in loan r^ymafls (Chrysler 
Ftnarrciai) 

79.3 

79,3 

Auto Supplier Support Program ("ASSP”) 

Goverraisent-backed protection for aito parts 
suppliers 

5.0 

5,0 

Auto Warratity Commitment Prograrri 
{"AWCP") 

Goverrmsent-backed proteebon for warranties of 
cars sold during the GM and Chry^er bankruptcy 
restructuring periods 

0.6 

0,6 

Unlocking Credit for Small Businesses 
(“lie SB") 

Purchase of securities backed by SBA loans 

15.0 

15,0 

Systemically Significant Failing litstitutbits 
(“SSFI") 

AIG investmeni 

69,8 

69,8 

Targeted kwestmenl Program {"TP") 

Citigroup, Bank of America investments 

40.0 

40,0 

Asset Guarantee Program (“AGP"! 

Citigroup, ring -fence asset guarantee 

301,0 

5,0 

Term Asset-Backed Securities Loan Faciltty 
(“TALF'') 

FRBNY non-recourse loans for purctiase of asset- 
backed securities 

1,000,0 

80,0 

Making home Affordable C'MUA’) Program 

Mockfication of mortgage loans 

75,0 

50,0 

Public-Prwate Investment Program ('PPIP") 

asposition of legacy assets; legacy Loans 
Program, Legacy Secimties Program 
(expansion of T/y.F) 

500,0-1,000,0 

75,0 

Capita! Assistance Program (“CAP”) 

C^al to qualified fbancid kistSubons; includes 
stress test 

TBO 

TBD 

New Programs, or Funds Remainir^ for 
Existing Programs 

Potentirf adcttional funding rdated to CW*; other 
prograns 

131,4 

131,4 

Total 


$2,365.0 -$2,865.0 

$699.0 


Not«: See Teble 2.1 in Section 2 f9i ''iO!»$3iKl Mwc«si«IM»dloU)»rifonnaUancorfainedn&)islabl?. 
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OVERSIGHT ACTIVITIES OF SIGTARP 

Since (he April Oiinilcrly Report, SIG hj»sl>een acth’eJy enga^d in fulfill- 
ing Us vital in% est!i>;Ui\ e and audit functions as well as in building its staff and 

SKr ! AHf’s Investigations f>i\ision has developed rapidly and is quicldv’ be- 
coming a sophislicated white-coltar investigative agency Through June 30, 2009, 
SR- ];\ni‘ has 33 ongoing criminal and cKil rns'est^ations. Tliese investigations 
iiu hull t oinpli \ issues concerning susjx'cled accounting fraud, securities fraud, 
insido) trading, inorigagc seniccr tniseondiict, mortgage fraud, public corruption, 
l?i!se statements, ami t^i\ investigations. Iwo of SIGX^RP's investigations have 
recentlv become public: 

• Federal Felony Charges .Against Gordon Gri^: On/^ril 23, 2009, federal 
felony charges were filed against Gordon B. Cirigg in the U.S. District Court for 
the Middle District of Tcnncssci.!, charging him with four counts of mail fraud 
and four counts oi wire frmtd, I he charges are based on Grid's role in embez- 
zling tipproximatcly $ 1 1 million in client investment funds that he garnered 
through false claims, including that he had iim‘.stcd $5 million in pooled client 
funds toward the jiurchttsc of the 1 ABP-guaranteed debt. Gri^ plcjuled guilty 
to ttl.i charges atid is scheduled for sentencing on August 6, 2009. 

• FTC Action Against Misleading Use of “MaldngHomeAffbrdable.gov”: On 
May i 5, 2009, based upon an action brought l>y the Federal Irade C'ommission 
("1 '1C1“), a 1 edcrai district court issued an order to stop an Internet -based ojxira- 
tion that proletKled to operate "Maktngl lomeA}1brdal)lc.go\y' the official website 
of the federal Making Mornc AHbrdal)le program. .According to the f- TG's com- 
plaint, the ilefendanls ]7urchasccl K|)onsoreti links as advertising on the txisuhs 
pages of Internet seamh engines, and, when consumers .searched for 'mttking 
home affordable" or similar search terms, the delentiants ads protninently aitd 
conspicuously ilisplayed ‘‘Makingl lome.Affordable.gov. ’ Ckmsumers who clicked 
on this link were not directed to the oOiciai wehsitc. bitt were di\er(ed to sites 
that solicit ai^tjdicants for j>aid loan modification services, f ho ojx'ralors ofthe.se 
wehsifo.s either purjxirt: to olTer loan modification services tiiemseives or sold 
tlie victims’ jiersomilly identifying inibnmtion to others. SIG FABP is providing 
assistance to ["I'C,! during the invi'stigation. 

More than 50 % of SIG lABI’s ongoing investigations were developed in whole 
or in part, through tips or leads prmided on SlG'f ABP’s Hotline (877-SIG-2009 
or accessible at vvw w.SlG'rAHP.gw). Over the past quarter, the SIGXARP Hotline 
received and analv/eil more titan 3,200 tips, running the gamut from eiqtressions of 
concern over the economy to serious allegations of fraud. 

Sft 'r I, ARP remains coimnilted to being proactive in dealing with potential iraud 
in I ARP. lor eximiple, the previously announced TM.F Task Ibrce, which was 
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»)t^nized liy SIGT'^RP to grt out in front of any effort*; to proiii criminoily from 
the Tetrn i%set-Backed Securities loan lacilily C lAJ i has been cxpamled lo 
cover the Public-Mvate Investment Prt^ram ("I’PIP b in addition lo SKHARP, 
the lAI-F-PPIP Task Force consists cT the Inspector Cicneral oi' the Boani of 
Governors of the Federal Resen'e System, the I edenil Burcjni of Investigation, 
Jreasuiy's Financial Crinres Fnforcement Network, U.S. Immigration and Caistoms 
Enforcement, the Internal Rev'enue Service ("riminal Investigation Division, the 
Securities and Fixchange Commission, and the U.S. Postal Inspection Senicc. 

t)n the audit side, SIG1.‘\RP is in the |Troces.s of completing its first round of 
audits. SlGTiARP will he issuing, at about the time of this report, its first fonnal 
audit report concerning how recipients of t Capital I’uvctvisc Program ("CPP ) hinds 
icpoTte<] their use <rf such funds. In I ebruaty 2009, SICi rAHf’ settl siirsex’ letters to 
ntore thiin .A60 financial and other institutions ihiil bad cornjdeted I ARP l unding 
agreements through January 2009. .-\Jthougli most l)anks reported they did not seg- 
regate or track TARP fund usa^on a dolLar-for-doilar basis, most i)anks \vcro iible 
topmvide insights into their actual or planned future use of l ARP funds. For some 
respondoits the infusion of lARP funds heliKK! lo avoid a “managed " reduction of 
their activities; others reported thtit their lending activities would have come to a 
stidulstiil without 'I)\RP funds; and others explained that they tised TARP funds to 
aerjuire other institutions, invest iti st^curities, pay off riebts. or t hat they retained 
the funtls to serve as a cushion against future losses. iMany surt’cy responses also 
highliglited the importance of the TARP funds to the liank’s capital base, and 
by erstension, ( he impact of the f unds on lending, in lighl ol the audit: findings, 

SKi’I ARP renews its recommendation llvd the .Secix>tary of the Ircasiiry reijvn’fe. ail 
lARP rec!j>ients to submit ]X'rio<!ic rep«>rts t:() I'rcasury on their use of’ I ARP funds, 
SKPI ARP also Iras .-nxlits nearing completion extunining t he following issues; 
executive e<)m]>cnsation restriction cotupHance, controls over external influences 
on the GPP application process, selection of the first nine participaiit:s for fimds 
under CPP (with a particular emphasis on Bankof America), AIG bonuses, and 
,AIG countcTiKirty payments. In addition, SIG'T ARP is undertaking a series of new' 
audits, as follows: 

• CPP \\arrant Valuation .and Disposition Process: The audit will seek to 
iletcnniju? (i) the extent lo which linanckil institutions have rejxdd I'reasuiy’s 
investment under CPP ami the extetvt to which the warrants associated with that 
pn>ccss vvere repurchased or soki; and (ii) what prtK’ess ami ]7rocedurcs Treasury 
liiis established to ensure the Government rcccKes fair market value for the war- 
ranl.s and the extent to which Ireasur\' follows a clear, consistent:, and objective 
jtroccss in reaching deemons where dillering valuations of warrants exist. Tins 
audit complements a July 10, 2009, report by the Ckmg^(^ssiol■lal Oversight Panel 
examining the warrant valuation process. 

• Follow-up Assessment of Use of Funds by TARP Recipients; This aiulil will 
examine use of funds by recipients receiving eAlmoixIinjm assisifmcc under the: 
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Syslcmicaliy Signilicatil f ailing Instiliidons program, theAutomoth'c Inchistn’ 

I inancing f’rogram, as w ell as insurance companies recehing assistance under 

• Goveniance Issues \\liere U.S. Holds Laigjc OwTiership Interests: llie audit, 
i}eing conducted at the request <if Senator Max Baucus, will examine gcR'emance 
issues u ht n the U.S. (k)\emmcnl has (Gained a laig;e omiership interest in a 
particular institution, including: (i) Wliat is the extent of Gm-enimcnt invoK'e- 
menl in Tnanagement of comjwnies in wlrich it has made sizeable imxjstments. 
including direction atid control over such eJements as gcfvemance, compensii- 
lion. .spending, and other coi|Kjrale decision making? (ii) To what extent are 
effective risk managonrent, internal controls, and monitoring in place to prrrfecl 
and halatice (he Gra emnient's interests anri corporate needs? (iii) Are there ixt- 
foriTVince measures in place that can be used to track prt^ess a^inS long-tenn 
goals aixi litneiratnes alTectiJig the (Government’s abih'ty to wind down its invesl- 
metns and disengage from these companies? (iv) Is there adequate transparenev' 
to support decision making and to pn>\ide fuil disclosure to the Congress and the 
public? 

• Status of the (ioxemment's Asset Guarantee Prr^ram with Citigroup: Ibe 
audit exttinining the Goveniment's .Asset Guarantee Program (“AGP”) with 
Clitigroiip, based upon a request l)y nepresenlath'e Alan Grayson, will address a 
series of questions about I lie Gos omment’s gnarantce- of ccrlvain C’itigroup assets 
thrmtgh the .AGP such as: (i) Mow was the pn^ram for Ohigroiq) dcvclt^ed? (h) 
What arc the current cash Hows from the alleclw! assets? and (Hi) Wbal arc I ho 
potential f{>r losses to Ircasuiy, the l edcnil Dejrosit Insurance Coqwnjtion, and 
the Fedentl Rcscive under (he program? 

• Making Home Affordable Mortgage Morlification Program: Ibis audit will 
examine the Making Home ^MTordable mortgage mtxlilication iirogram to assess 
t he statits of the program, the' effectiveness of outreacli efforts, capabilities of 
loan servicers to jirovide services to eligible redpienls, aiul challenges conlfont- 
ing the progiTim as it goes fonvanl. 

SIGTARP’S RECOMMENDATIONS ON THE OPERATION OF TARP 

One of SIGTAliP’s oscrsigln responsibilities is to proside recommendations to 
'I'reasuiy so that lAHP ])rogi'anis can be designetl modifieil to facilitate effective 
oversight and transpirency and to prevent ft-aiul, waste, and abuse. In Section a of 
this re.]x)rl, SIG I'ARf’ details ongtiing recommendatitras concerning PPIP, TALK 
and tracking use of funds and provides an ufKlate on the implementation of recom- 
mendations miuie in previous rcjxms. Two cfitegorics of recommendation are worth 
highlighting at the outset; 

Transparency in TARP Programs 

.Aliiunigh Ireasurv' has taken some steps towards improving transparency in TARP 
programs, it has repeatedly l’ail<xl to adopt rt'coinmcndations that SIG'IARP 
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beliCTcs arc essential to pimitKng basic transjwrcncy atul I'nliilf Treasiiiy's staled 
commitment to implement 1;'\RP "Tvitb the highest degree oi accoinilabilil) and 
transparency' possible." \Wth one new recommendation made in this ic]>ori. ifiere 
are at least four such unadopted recommendations: 

• Use of Funds Generali)': One of SIG IXRP's first recommendations was 
that Treasury iT<iuire all TARP recipients to report on the actual use o! 1 AHP 
Funds. Other than in a few agj'eements (witli Citigroup, Hank ol Vmc i n <i <ind 
,AIG), Treasury has declined to adroit thi.s recommendation. calhiiL iin Mivh 
reporting "meanin^rjss” in Kght of the inherent fungiliility ol monew 8l{.- 1 AHP 
continues to believe that banks can provide mcaninglui infonnation about 
what they arc doing with TARP funds — in iTiirticiilar what activities they 
would not have been able to do but for (he infusion of 1 ARP rmuls. That belief 
has been supported by .SIG lARPs first auiiit, in which nearly all banks wore 
aide to provide such information. 

• Valufrfion of the TARP Portfolio: SKilARP has vccommcnded (hat frcasuiy 
begin reporting on the values of its I ARP {Kirtfolio so t hat ta.\payers can gel 
regular itpditfes on the finanefcd performance of their lARP investments. 
Nfgvvithstanding that Treasurv' has now rctainwl iissct managers and is receiv- 
ing such valuation data on a monthly basis. Iroasur)' has not committed to 
providing such information except on the statutorily retiuireci annua! Iwsis. 

• Disclosure ofTALF EJorrowiers Upon Svirrender of Collateral: In TAi r, 
the loans are non-recourse, llvat is. the lender {Tcdcral Reseive Bank of New 
York) vviil have no recourse against t he Ijorrovver beyond taking iTossossion of 
the posted collateral (consisting of asset-backed securities ("ARS ”)). Under the 
program, should sucii a collateral surrender occur, 1 ARP f unds will lie used 
to purchase (he surrendered collateral. In light of this use of lARP liinds, 
SlCiTARP lias recommended tlial Troasury and the T'ederal Resifrve disclose 
the identity of any TAI .1 lairrowcrs thiit: fail to repay the TAl F loan and must 
surrender the ABS collateral. 

• Regular Disclosure of PPIF Activity; Holdings, and Valuation: In the PPIP 
I .egacy Securities Progratn, the taxpayer will be providing a substantial portion 
of the funds (contributing both equily and lending) that: will be used to pim 
chase toxic assets in the Public-lh-ivatc Investment I'unds ("PPlI's ’)- SKTIARP 
is recommending that all trading activity, hoklings, and valuations of assets of 
the PPlf's be disclosed on a timely basis. Not only should this disclosure be re- 
quired as a matter of basic trans|vircncy in light of liie billions of l:a,xpayer dol- 
lars at stake, but such disclosure: would also serve well one of Ifcasury's stated 
reasons for the {H-<^ram in the first instance; the promotion ol' 'price discovery’' 
in the ilbquid market for MRS, I'rcasury has indicated flial it will not re<piirc 
such disclosure. 
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Although SiG’l ARP iindotsl;m<ls Treasury's need to balance the pubh'c’s trans- 
panaicy inferesls, on one liand. with the interests of the participants and the desire 
to iia\e vvide participation in the. pn>grim>s. on the other, Treasury'S default position 
shoi.ilci always be. to require more disclosure ratlter than less and to proside the 
invest ois in l ARP — lhc .\merici»n taspayers — as much information alxrut what 
is being done with their tnoney as possible. Unfortunately; in rejecting SIGT/ARP’s 
l>asic tn.msparencv recommenebitions, ! AITP has become a pro^am in which 
iavjrayers (i) are not Ijoing told what most of the '1/\RP redpients are doing with 
their money, (ii> liavo still not Inx^n told how much their substantial investments are 
worth, and (iii) will not be told the full details of hosv their money is being invested, 
in .S!(j 1 ARP's view; the \'er\' credibility of TARP (and thus In latge measure its 
chance of .success) depends on whether Treasury will commit, in deed as in word, 
to Ojicrate LARP with the highest degree of transpitrency possible. 

Imposition of Information Barriers, or “Walls," in PPIP 

In the April Quatteriy Report. SKI lARP jv>ted tf«»t conflicts of interest and col- 
hisioti s'ulnerabilitics were inherent in the design of PPIP stemming from the fad 
that !;ho PPIT' managers w ii! have significant power to set prices in a laigely illitjuid 
tnarkd. 1 he.se viilncntbiiitics could result in PPll nuinagers basing an incentive 
to f)\’eqray significanily for assets or dhcnsisc using I he valuable, proprietary PPIF 
trading infornvition to benefit n«>t the i'l^ll-', but railiertbc mimj^er's non-PPlF 
business interests. As a result, SIGFARP made a series of recommendations in the 
April Quarterly Report:, including that iTOtsury should impose strict conilicts of 
interest, rules, 

Since the Ajiril Quarterly Report, Iratsun' has w orked \riih SIGTARP to address 
the \'ulncrabilities in I’PIP, and SIG'J'ARP made a series of s|xxilic recontinenda- 
tions, su^eslions, and comments concerning the design of the pn)griim. Treasury' 
adojiled many of SlG'lARP's suggestions and hits devcloyn'd numerous provisions 
that make PPIP lar better from a compliance and iinti-lraud standpoint than when 
the progrant vvas ii>itially announced. 

However. Ireasuiy' has ciocHned toadc^t one of SlGl'ARPs most rundanrental 
rceoinmendalions — that IVeasury should rt'tjuire imposition of an ini'ormationai 
i)arrier or “wall" between the PPIl ' fim<! miinvigcrs making inveshnent decisions on 
beliiilFof the PPlI' and those emjrloyees of the fund manageirwmt comjrany who 
manage rton-PPII" futKls. Treasury has decided not to iinjvose^ such a wall in this 
instance, despite the .I'acl tfiat such walls have Ix-en imposed u^xm asset manag- 
ers in similar conl:exl:s in other Government l)a»lout-rclatcd pre^rams, including i)y 
Ireasurv' itself in other T ARl’-relatcd activiiics, and dcsjrile the fact llwt three of 
the nirtc l^PH' managers already must abiilc In' similar walls in their work for those 
other prognnns. 

IF nothing else, the repulation.d risk that Ireasiiryirnd theprognim could face 
if a PPIT manager slioiilil getrerate nwssivc profits in its non-PPlF funds asa nwiiil 
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of an unfair advantage, evenifthat advanta^ is tiol stricity agaiiisi (lie rules, justi- 
fies the irqposition of a wall. Failure Vo impose a M.ili, on liic cither hand, will leave 
Ireasun-' vulnerable to an accusation thitt has already been leveled agiiins! it — that 
Treasury is using T^JRP to pick winners and losers and that, by granting certain linns 
the PPIF manager status, it is benefitting a chosen leu ijt I he expense of ! ho dozens 
of films that were rejected, of the market as a whole, and of the American taxpayer. 
This reputational risk is not one that am be roadiK' measured in dollars tincl cents, 
but is rather a risk that coukl put in jeopardy the fragile trust the Americ an [leojile 
have in ’1)\RP and, by exterusion, their Ciovcrmnenl. 

In addition to these recommendations, SKI 1 ARP also makes additional reeom- 
mondations, described in more detail in Section 5, concerning oilier asjiects of PPiP 
and cxincenu'ng the use of ratings agencies in TALI-. 

REPORT ORGANIZATION 

1 he rejwrt is organized as follows: 

• Section 1 describes the actixities of SKl'TARP. 

• Section 2 describes how Treasury' luis sjicnt TAHP funds thii.s far and contains 
an explanation or update of each program. Ixith imjiiemenlecl and recently 
announced. 

• Section 3 places T.-ARP in the context of the broader bailout cflbrl s by sum- 
marizing multiple other (<ovcriunenl programs tiicit support the financial system 
and t he economy. 

• Section 4 dcscribe.s tiie operations and administration of the Office oi’ Financial 
Stability (“OFS’’), the officer within Trcasiuy (hat m,'mages I ARP. 

• Section 5 lays out SICVTARP’s rccomtnendctrions to I'rcasiiry with respect to the 
o|>cration of TARP 

• Ihc rejxirl also includes numerous ap]iou<lices containing, among other things, 
figures atid tables detailing all f AliP investments through June 30, 2009. 

Ihc goal is to make I his rejxirt a n'ad)f mieretvee on what TARP is and liow il: 
has been used to dale. In the interest of making this report as understatidalile as 
ixissibic. and thereby furthering genond transpiirency ofthe pmgram itsell', certain 
technical terms arc higlilighted in the text and d<:Rned in the acljac«Mit margin, In ad- 
dition, portions of Sections 2 and .3 are devoted to lutorkils explaining the financial 
terms and concepts necessarx' to obtain a basic understanding of the programs' 
fipcralions. 



SECTION 1 



THE OFFICE OF THE SPECIAL 
INSPECTOR GENERAI FOR THE 
TROUBLED ASSET RELIEF PROORaL' 
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SIGTARPS CREATION AND STATUTORY AUTHORITY 

Emergency Economic Stabilization Act 

I lie Othce ot the Spociiii Inspector General for the Troubled Asset Relief 
Program ( Sit, LAPP ) was emated by Section 121 of the Emergeno’ Economic 
Stiiliili/atKm Ad ol 2008 M-.I;,SA ). Under EF.SA. SiGTARP has the responsibilitv’, 
.nnong other things, to conduct, sitjjersise, an<f coordinate audits and investi^- 
tions oi the purchase, nianagenitml, and sale of assets under the Troubled .*\sset 
Heiicl Program ( lAHP ). Sit, I,\HP is required to report quaiterH' to Gongress to 
describe SK, l AHPs acfnilies and toprovkie certain information about TARP over 
that ])recoding <]u;nlcr. f.l.SA gives SKT lARP the authorities listed in Section 6 of 
the Inspector (,cnerai Act ol 1978. ineJudinglho power to obtain documents and 
other informalion from federal agencies and to subpoena reports, documents, anti 
other mlomiation Irom persons or entities outside of Government. BRSA provided 
SIG lAPP with an initial aiiocaiion of $^() million to fund its operations. 

Ihc Special Inspector Gcnenil, Neil M. Barofsl^ was confirmed by the Senate 
on December 8, 2008, and sworn into ollicc on December 1®>, 2(X)8. 

SiGTARP Act 

On April 24. 2009, the President signed into law the Special Inspector Gencni) for 
the 'Ivokililed Asset Keliof Program Act of 2009 (the “SIGTARP Act" or the "Act"), 
wliicli amcticls EESA as follows; 

• lirovicles SKi'EARI^ tlie autliority, with limited e.sce|jlioiis, to conduct, siqiem'se. 
and eoorclinalc audits and investigations into any actions taken imder I'.IlSA 

• makes clear that SK'PIARP can undertake law enroTccmeni runctions without 
first: obtaining Attorney General approval 

• gives SIG'IARP tlie responsibility to coordinate and coo|>t'rate with other in- 
spectors general on oversight oF'IARP-relatcd activities 

• clarifies that SlG'lARP's (|uartcrly report-s arc due M) days after the end of a fis- 
ctil quarl:ci' 

• provides SIG'I ARP with the ability to hire up to 25 f ederal retirees, without olT- 
sel: of: their pension, and, for six monllis, the authority to hire fodcnil em]i!oyees 
under 5 U.S.G. § 8161, wliich gives employees a right to return to llvcir original 
agencies once SIG TARP no longer exists 

• rci|uires liie Ifeasun' Secretary to take steps to address deficiencies Identified by 
SlG'l ARl^ or certify to Gongress tit,'it no action is necessary or {qipropriate 

• mMnda(:os that SIGTARP shall provide a report to Congress, by September I, 
2009, on how TARP recqilimts have used TARP funds 

• releases SiGT ARP's $50 million alkication lor immediate use 
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SIGX^RP believes that the Act makes clear ihiit if has the aiithorilios it needs 
to fulfill its mission and vsill s^nificanth’ improve iis ability to attract atid hive expe- 
rienced Gox'cmmcnt auditors and investigators. 

Ensign-Boxer Amendment 

(hi May 20. 2009, the President s^ed into law the Helping lamilies Saxe I heir 
Homes Act of 2009, Public law No. 1 i 1-22. Section 402 of this iegislalioii (the 
“I .nsign-Bo\erf\mendment”) is named after two of it.s co-sponsors. Senators John 
Xnsign and Barbara Boxer. ITie Knsi^-Bo.xer.'\mendinen(, eonsistent uiili recom- 
mendations made in SIGIARPs Quarterly I'e^xirt to ('ongress. dated April 2 1 . 
2009 (the "^‘^pril Quarterly Rt^rt”), requires the U.S. Department of the freasiiiy 
('Treasury'”), in implementing its Public-Private Imcstment Program ("PPIP '). to: 

• impose, in consultation with SIGTARP, strict conllicls-of-intcrcst rules on 
l^ublic-Private Investment I'und ("PPII-") managers to ensure arm's-length 
transactions, compliance with fiduciary duties, and full diseiosure of relevant 
facts and financial interests 

• retjuire PPIP managers to file quarterly rcpori.s, disclosing the 10 largest posi- 
tions of the fund 

• provide for SIGIARP access to PPIF matiagcr booiis atid ix^cokIs 

• comjK'l PPII-' managers to retain all of their books and recoKis 

• require PPII managers to acknowledge, in writing, l lwt th<iy owe. fiduciary du- 
ties to the public and private investors in the fund 

• provide that PPIf managers must develop roliust: ethics policies and en.sure 
eom))lii)nce with ilie samtx 

• compel PPII numagers to develop and implenumt strict: investor screening 
procetlures 

• re<]uirc PPII ' tnanagers peritKiically to identify each inves(;or that directly or 
indirect ty owns 1 09F> or more of the fund 

• consult with SIG'I .ABP and issue rcgulati(»ns governing the ititcractlon of PPIP 
with the lenn Assct-Kackwl Securitiiis l.{wm f acility (" i Al l "’) and other similar 
pul)lic-i)rivato investment programs 

As discussed later in this section atid in detail in Section ? of this rejiort, 

SIG rA!?P has, consistent with this statute, engaged in a series of diseiissions with 
Treasun- concerning the dc'sign of Pl^lP. I'or more detitii on PPIP ojicrations, 
see the “Puhlic-Private Invx'stmetK Prc^Kini” discussion in Section 2: "”'1 ARP 
(Xervievv." 

fhe linsign-Boxor Amcmiment also made aroilable to SIGIARP an additional 
S.1 ^ million, but directed that SIG'IARP, in expending such funds, prioriti/e ]i(ir- 
Ibmifincc audits and investigations of recipients of non-recourse loans made under 
any program that is funded by EESA. SIGI ARP Ix'lieves that the I nsign-Boxcr 
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Amciidmen! will assist SiCJ [A!?P to ftijfijl its mission under EESA and that it nil! 
substantially improve the controls of I’PJP and make it less susceptible to fraud, 
waste, and abuse, 


Fraud Enforcement Recovery Act 

Also on iMav 2t), 2009. tlic Prosjdcnt sij^ied into law the t'raud Kjjfbrccment 
i a s'l 1’ 1 1 \ \'. ! ! J H"-', <‘ubiie 1 .w "So. ) 1 1 -2i ('‘i'-ER-V). Section 2(d) of FEIb\ 
amends 1 6 U.S.t’. ^ 1031, ettlilled "Major I’raiid i\gainst the United States," by 
claritvins; that any Iraud relaied to eiforts to obtain Federal financial assistance or 
economic stimulus made asailable pursuant to EESAinTOkes the jipplication of 
criminal remedies under that scclion. STG f ARP believes that section 2(d) of EF.R A 
will tints enhance deferrcnce and assist in the prosecution ofpereons who are 
inclined or attempt to defraud the pn^ntms implemented under EESA. 

SIGTARFS OVERSIGHT ACTIVITIES SINCE THE 
APRIL QUARTERLY REPORT 

SIG 1 ARP lias continued to luirtll its ovenight n>ie in multiple parallel tracks; Jirotn 
milking reeommendiifions relating to preventing fraud and abuse prospectively: to 
iuidiling aspects of l ARP both inside and outside of Government; toiiivcstigiiting 
idleg'itions of fraud, waste, and abuse in ’! ARP programs; to coordinating closely 
with other oversight bodies: all the while trying to promote transparency iit 1 ARP 
programs. 


A law enacted to expand the Depart- 
ment of Justice's authority to prose- 
cute ! 1 Ties related to mortgage fraud, ■ 
commodities naud, and ^raad associat- ^ 
■' ed with- 
^,,id the 


Providing Advice on Compliance and Fraud Prevention | 

'fb further its goal of impvoting prospc‘cii\cly the compliance and fraud prevention • 
aspecis of lARi’ jinigrams. SICEI ARP has attempletl tt) establish and midiuain \ 
regular lines of communications with the yx'rsonnel primarily rcs|>onsible for run- ■ 
ning '! ARP, including those w'orking within treasury s OHtcc of I inancbil Stability ! 
("GI' S”) and within otlier agencies who manage TARP-related pn>grams or aclivi- ! 
ties, including tlie bank regubtors, the federal Reserve Btsird. and (he I'crleral ■ 

Reserve Rank of New York ("ERRNY"), as follows: i 


• SIG TARP personnel generally receive briefings concerning each new l ARP 
initiative and new deselqxncnts in implemented jirograms when necessary; 

« Ihe Special InspccTor Genml and Deimty Special Inspector General typically 
meet weekly with liio head of Of 'S, Of'S’s (,'hicf Compliance Officer, and OI S's 
Genera! ( lounsei to discuss ongoing issues and new develo|Mnen(s. 

* SKi'IAl^l’ has esiabiislicd regular communication with oRicials from the 
Federal Reseivc System (sialf From the I'edcral Reserve Boaid of Governors and 
1 RBNY) in conneclion with the f ederal Resene lARP-reiated programs. 
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A 'pool of' niortg^es bunded- tog eUfer' 
by a-fi'nancial jnstttotion and-soldas 
securities — a b-pe of asset backed 


Generalh; Treasury and the other agencies fu*ve been cof)pevativc in iruiking 
ihcir personnel available to SIGXARP and have responded lo SiCMARF s requests 
for documents and infoimation. 

SIGTARP has endeavored, to the extent it Itiis Ititd an opporluniSv; u> exaiiiinc 
the planned framework for lARP initiatives before their terms are finali/ed and to 
mjike recommendations designed to advance oversight iind intemai controls and 
prevent fraud, waste, and abuse within the programs. Since the A|>ni Qu;)rter!\' 
Hcjrort, SIGT*\RP has made such recommendations with regard to I^PiP's I cgicy 
Securities Pro^am, among others. 

Recommendations Regarding the Legacy Securities Program 

.-\s discussed more fully in Section 2 of this rcjxnl, in PPlP's Icgacv^ Secutities 
IV(^iam, private fund managers will buy and nwnage port folios of iegiity m( jrt- 
gagc-backed, seturit jes r'lVlBS") with equity consisting of both private capital and 
lARP funds. In the April Quarterly Report, SlCfhMiP identified several ]Kitenlial 
vulnerabilities in the basic structure of PPIP and miulc a scries of recommenda- 
tions iiddrc-ssing such vulnerabilities in the areas, among others, of conflicts of 
interest, collusion, money laundering, and how PPll’ woiik! interact with rAl„F. 
Gonsisicnt with the Ensign-Boxer Amcndincnl. SIG T/XJH' atul Tfeastuy have 
engagtxi in an active dialogue concerning the compliance and anti-fraud provisions 
of the l egacy Securities IVogram. In liglit of those discussions, and alter SIG’l ARP 
consulted csaensiveK- with the Federal Rescrv'c and I RB.NY (which administers 
.several programs in which asset managers are rot^Hnc<l in similar circum-stances), 
SK.i lARP made a series of additiontd recommendations in two letters to Iretisury. 
As discusseti in more detail in Sectioti 5 of this rcjxjrt, Ircasury has adopt ed many 
of SIGIARPs recommendations, nviking the program far better from a cotnpll- 
jmcc and Iraud-prcvention siand{x>int. However, freasiiry lias not: adojiled several 
lundiimenlally imporiani ix'coinincndations, includitJg the need for an informatioti 
bijrricr, or "wail,” between those nuinagjng the I’PIP funds and t h()se managing 
portfolios ol' simibr assets at each fund nvinagemetit company, 


SIGTARP Audit Activity 

To fullill SIG lARP's numdatc to promote the economy, efficiency, and ell'ecliv'CTiess 
of TARP pr(^ranis and openttions, SIG IARPs Autlit Division has identified several 
aspects oflARP — some internal lo Treasun and some external — that will be the 
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gencrai focus of its work. SKi’TAnP's ^ludits generaJh' will be desired to accom- ; 
plisli these objectives: 

• ensure transparency itt l AlU’ programs to the fiiUest reasonable extent to foster : 

accouTUiibiliiy in use ol funds find program results 

• examine w hether ireasury managers have developed sufficient intemai controls 
an<i procedures to manage lAllP programs and the vendors hired to assist in 
such maniigemonl 

• ensure a lair, etjuitiible, and consistent application and rexiew process forindi- 

viduajs and entities seeking relief under the various 'EAHP propams ' 

• lest comj^liiince with the jsolicie.s, procedures, r^ulations. terms, and conditions : 
that arc imposed on I'ARP participants 

• cooidinale with otiier reievam audit and oversij^t entitles to maximize avidit : 

coverage while minimi/ing overlap and duplication of efforts 

SiGTARP’s First Completed Audit: Use of Funds 

S IG1 ARP s first audit rej)nrt . which is being released at or about the time of this rc- 
jDort, concents ho\v recipients o! ( -ii]nta! Piircluise th'ogram (“CPP”) funds n^ported 
their use of such funds, ht ! cd>niary 2(K)9. SKi'IARl’ sent sun’ey letters to more i 
I bin 360 linHticial and other institutions tbit had completed f/Mil’ fimding agrcc- 
tnciits thremgh January 2009. lit resironse to those surv'eys, althou^ most (»anks 
report cd that: t hey did not segregate or track lARP Fuitd usage on a <l<)i!ar-for-dollar • 
basis, t hey were able l:o provide insights into their actual or planned future use of ; 
lARl'-* funds, Over 98% of survey recipients reported their actual uses ol DARP i 

funds, flighiights of t he audit: include: i 

• More than 80% of respondents cited the use of I’lurds for lijnding; some reiK)r(:i'd } 
ho'v it Iteipecl them avoid reduced lending. Many batiks repotted that lending i 
would have lieen lower without 1 ARl* lumls or would ha\e come l;o a standstill. 

• More, than 40% of resjiondents rcyxirted that they used some 1 ARP futids l:o ! 

help maint:ain the capital cushions and reserves required by (heir lianking regu- ; 
lators to be able to absorb itnanticii>i»tetl losses. i 

• Ncjirly a tiiird of the respondents rejxirted tbit they used some lARP funds to : 
invest in MRS, such as those backed by Ginnic Mac, 1 aimie Mae. and Freddie i 
Mac. I'hese actions provided immediftte siq-ijsort of the lending and borrowing 
activities of other banks and positioncii the banks for increased lending later, 

• A smaller number rqiorlet! using some TARP funds to lepay outstanding loans 
— some because the lARP funds were a more cost-effective source of funds 
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than their outstanding debt and some beciuise of jinrssure ivom a creditor to use 
the funds for that jHirpose. 

• Sev'eral }>anks reported using some r.VIlP funds to buy other banlvs. One re- 
pr)rled that this was a cost-elTectiv'e to iK'niiire additional deposits that, in 
turn, would facilitate an even greater antounl of lending. 

• Some banks reported that they had not yet allocated funds Ibr lending and other 
activities due to the short time elapsed since the receijrl of tunds, the ueak 
demand for credit, and the unceitain t^conomic ctnironincnt, 

As discassed further in Section S of this report, in liglil o! the audit I’mdings, 
SKJ lAI^P renews its recommendation that the Secretary- of th<^ Ircasiiry- ( " IVcasury 
Secretary'”) require all CPP recipients to submit pcrit)i:iitr rc]>orts to Ireasuiy on 
their use of TARP funds, including reports on their lentling, investments, acquisi- 
tions, and trfher activities that were sttp{H>rtcd !>>■ orresiilled irorn their receipt of 
'I'AI'P funds, as well as a descrij^on of « hat. actions they \\ ert’ able to lake as a 
result of lARP funding. 

Audits Nearing Completion 

Scwnil additional audits are nearing completion, and SlCff ARP plans to issue 
reports oi\ the following audits over the next qiuirtcr; 

• Executive Compensation Compliance: Ibis audit, also based on SlG'TARP's 
survey of 'lIVRP recipients, cxiimlncs evolving executive conipcnsalion require- 
ments during the first nine months of lARP and efforts of C'PP reeipients to 
comply w iih the requirements as knowtv at the time. This repoit is expected to 
l)c issuet! in August 2009. 

• External Influences: This audit exjimines whether, or tf) what extent:, cxtertial 
pitHies may have inllucnced decision making by Ireasury or battk regulators in 
apjwo'ingbank ai)piieaiions for fun<ling imderfjf’P, I’his report: is also cx}5ecl:ed 
to be issuc<i in August 2009. 

• Funding of the First Nine TARP Recipients, with a Special Focus on 
Bank of America: Ibis audit extnnines the review and approval process assftci- 
ated with TARP assisumce to the first nine C.;PP recipients, with emphasis on 
additional assistance to Ikmk of America suhsctjiietitly fiiilhori/ed under tite 
Taigeled Investment and the Asset Cuamntee Programs ('‘ TIP” and “AGP”). 

Ihe audit also examines selected issues arid interact tons aniotig Treasury, 
ledend Reserve, and Bank of.Anxirica officials in connection with Ikink of 
Americas inquisition of Merrill l.yncit and the liming of (.)oveniment tissislance 
tmder the latter two programs follovt ing the iiccjuisiiion. Hits rcpoH i.s expected 
to be issued in September 2009. 

• Executive Compensation Oversight (AIG Bonuses): 1 his audit examines 
payouts of large bonus pryinenis to. American Inlemalinnal (boup {‘AlG ') 
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employco^s in March 2000, including the extent of knowledge and oversight of 
Al(i compensiifion issues by Ircasiity and FRBNY in light of their respective 
|irogranis invohnng AKi. Ihis report is expected to be issued in Sejrtember 2009. 

• AIG Counterparty Payments: I his audit examines payments made to AIG 
couiiieq^anics. ARi. which lias receivetl the largest amount of financial assis- 
tance irom the (.oveninicnl during ihe current financial crisis, rt^rtedly made 
coiinlcrpariv yiavinents at lOO't of face value to other financial institutions, 
including some torcign institutions and other financial institutions that had 
received iinanciai assistance under I ARP. Questions exist whether any efforts 
were made to negotiate any reduction in thtise payments. This report Is expected 
to be issued in Scpicniber 2009. 

New Audits Underway or Planned 

sic; l ARl* lias a mimbcr of rtxxjnth announced audits and several others are 

pbnned. Mcccntly announced audits include: 

• CPP "Warrant Valuation and Disposition FSwess: This audit seeks to deter- 
mine (t) the c.xletit to which financial institutions have rqiaid Treasury's invest- 
ment under CPP and the e.xtcnt to which the warrants associated with that 
process were rqnirchascd or sold; and (ii) what proces.s and procedures Treasury' 
has eslaliiished to ensure that the (>owmmcnt receives fair market value for 

1 he warrants, and the extent to vvhich Ireasury follows a clear, consisicnl, and 
olijcctive proce-ss in reaching decisions where differing valuations of warrants 
exist, riiis audit coniplemenls a C'.ongrcssiotial (X'crsiglit Panel (‘'COP ") rejxirt 
released on July 10, 2009, that examines the viarnmt valuation process. 

• Follow-up Assessments of Use of Funds by TARP Recipients: l itis audit fol- 
lows u]i on SKlFARP's earlier use of funds audit. It focuses on use of (uiuls by 
recipieitls receiving ext raordinary assistance under tlic Systcmically Significant: 
railing Institutions (“SSf 1") pnigram, the Aui:omol}ve Indusiry financing 
IVogratn (“AII P''), as well as insurance compiinics receiving assistance under 
C;PP. ‘Ihis review seeks to pnivide a nwrc complete piclurc of use of funds 
acro.ss a broader cat egory of recipients t o meet a (longres-sional maiukitc for a 
SKll ARP report on use of funds by lARP recipients. 

• Governance Issues Where U.S. Holds Large Ownership Interests: 

SlG'i ARP recently' received a retjuest from Stmalor Max Baucus. (^hainnan 
of the Senate (Aimmil tee on l inancc. to undertake a bo<ly ofvvork examin- 
ing the following issues; (i) What is the extent of Gov’emment involvement iti 
nifimigement. of companies in which it has nwde sizeable investments, inclutling 
direction and control over such elements as governance, compensation, spend- 
ing, and (It her cor|K)ra( e decision nwldng? (ii) lb what e.xtent are effective risk 
Tnan.igcmoni. inlenial controls, and monitoring in place to protect anti balance 
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the Goi'emment’s interests and corporate nce<ls' (iii) Arc there pcrlfjrmance 
measures in place that can be used to track progress agiiinsi long-lonn goals 
and timeframes affecting the Government's ability to w ind down its ins estmetus 
and disengage from these companies? (iv) is there adequate transparent^' to 
support decision making and to preside I’uii disclosure to C'ongress and tlie 
public? SIGTAIIP is currently engaged in discussions anti planning with the 
Government Accountability Office ("GAO") directed touart! a potential joint or 
compieiiumtaiy effort in addressing this retjuest. 

• Status of the Government’s Asset Guarantee Program witli Citigroup: iliis 
review, recently requested by Representative Alan Grayson, addresses a senes of 
questions about the Government’s guarantee of certain taiigrouia assets ifiroiigh 
the A(>P such as; (i) How was the jmjgniin for Cafigrottp developed? (ii) What 
are the current cash flows from the affected assets? (iii) What is the potential 
for losses to Treasury; the hetlcral lX’jx)sit Insimmce Gorjioralion ("I DIG"), and 
the federal Rcseivc und<!r the program? SKMAHP expects to launch a review of 
this program during this coming quarter. 

• Making Home .Affordable Mortgage Modification Program: .According 
to Treasury aj^rowmalcly thrc'c to (our million homeowners could !)e.nefit 
from the Makitig Home Affordaldc {'‘Ml lA") mortgiige modificiition program, 
SICi'l'AlfP plans to launch a broad review during (his covning quarter to assess 
the status of the program, the clTcctivencss of outreach cfforl s, capaliilities of 
loan servicers to provide services to eligible rect)iients. and challenges confront- 
ing I he jirogram as it goes forward. 

SIGTARP Investigations Activity 

SlGTARP's Investigations Division has developed rapidly and is quickly becoming a 
sophisticiited white-collar invesligathe agency ’I'hrougli June ilO, 2009, SKflAUP 
btis (qx*ned 37 ami has 35 ongoing criminal and civil investigations, Ihose im'e.sti- 
gition-s include coin])lc.\ issues ctmeeming susiKX-'Ced accountitig fraud, .securities 
fraud, insider trading, mortgage servicer ttiiscotxlucl:. mortgage fraud, puldic cor- 
ruption. false sliileinents, and lax investigations. Iwo of SKi I’ARP’s investigfitions 
have recently become public. 

Felony Charges Against Gordon Grigg 

On April 23, 2W)9, federal felony charges were brought agitinst ( lordon R. C>ri^ in 
the U.S. District Court for the Middle Disd ict of lennessee, charging Grigg with 
four counts of mail fraud and four counts of wire IVftud. I he charge.s are based on 
Griggs role in embez?.iii^ap{>ro’dmately$l 1 million in client imestrnent fimds. 
Grigg pled guilty to all changes anti is scheduled for setUencing on .\ugus( 6, 2009. 

According to public documents. Cirigg solicited itpproxiinalely 60 investors to 
invest funds tofaKnga[^raximate!y $! 1 mtlliott. Cirigg trover purchased securilics 
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(>i m m !£< >i H c-nmls !nr t lirnts who im’ested funds with him: instead, he used 
the iin'esior itnids for bis jx^rsonal Ix'neiil and expenses and to disburse "ficti- 
lioiis eaminas and return nf deposits to clients who cashed out or closed their 
iiiouni'. \s in indiicemeni lor clients to invest, Griggpromised that he would 
generate iincl sustain high rates of jinnualizeti returns on investment, and, as part 
ot his soliciiation, he iaisoh- claimed that he had the ability to invest client {unds 
in (loveniment-guarantecd commercial jwjxrand bank debt as part of lARP. 
hRj i Aili^ investigators provided assistance in the case in coordination with the 
UniU'd Slates At lorncvs Office for the Middle District of Tennessee, the Securities 
and l.xchange (.ominission (“SbG”), the federal Bureau of Investigation (‘’FHl"). 
the United Stales Postal Inspection Service (“USPIS"), the Tennessee De|)anincn( 
of C'ommercc and Insurance, and the I ninklin, Tennessee, Police Department. 

Supporting FTC’s Action Enjoining Improper Use of 
“IViakingHomeAffordabie.gov" 

On ['ridety; May 1 i, 2009, at the rctpiesi of the federal Trade Commission CT-TC"). 
a f ederal district court issued an order to stop an Intcmct-ba-sed operation that pre- 
tcndeii to operate “MakingllomeAffordabic.gov, " the official website of the Ictleral 
MI IA program lor mortgage ifwn assistance, llic fTC alleged that the defendants 
deccprively diverted consumers who searched online for the free Government- 
assistance program to commcixial websites that oiler loan modification servictis for 

According f o the 1 'I'ti's complaint, the defendatits ]vurciiased sponsored links 
for their advertising on ( he results piges of Internet seaR'h engines, inclitding 
yahoo.com, msn.com, altavista.com, and allthewcb.com. When consumers 
searched for “making home affordable.” or similar search I enns. i he del cinlants’ ads 
prominently and eonsjiicuously displayed the website address "ni.ikinghomcalford- 
able.gov." (-onsumers who clicked on this adveitisetl Inperlink were, not directed to 
the official website ior the MHA program, but rather were diverted to websites that 
solicit ajiplicanis for i.iaid loan niodification services. Those commercial websites, 
which are not part: of or affiliated with the U.S. (Government. re<|uire consumers to 
enter |:>ersonaI]y icleiitilying and confitlential financial infontiaiion. The operators of 
these wellsites eit her piu^iort to offer loan modification services themselves or sell 
(iie personally identifying information to others. 

I he i rc; filed an emergency request for a temporary restraining order in the 
U..S. District C'-ourt for the Dislrici of CGolumbii. (^ivii Case No. 1 :09-cv-{)0«94 
(CKK). Judge Ctilleen Kollar'KolclK entered a temporarv’ restraining order, barring 
the ciefendanis From using the ‘ iMakingl lomeAffordable.gov” hyperlink or repre- 
senting tliut they are iiffiliiiled with the U.S. Govenunent. The order also Te<|uirc‘s 
the four search engine providers to identify those vvho paid them to place the 
ads and to nifusc to place paid ads that contain active hyperlinks that are Jalx'lod 
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“MakmgnomeAfforda1)le.go\“orany other domain name containing " gov, ' 

SIGTARP is providing assistance and supjK )0 to the 1 11' dining the 
investigation. 

SIGTARP Hotline 

One of SIGTARPs primary investigative priorities is to operate the SlCn'ARP 
Hotline and thus provide an interface with the American public to facilitate the ro- 
jrorting of concerns, aJIc^ions, information, and evidence ol v iolations oi cninnial 
and dvillawsin connection with lAEP. Over the past [|iiarfer atone, the SKtI VHP 
Hotline has receh'ed and analv’zed more riian 3,200 contacts on the Hotline, these 
contacts run the gamut from a’qrressions of concern over the ceonoinv to seiioiis 
allegations of fraud invoKing'DARP, anil more tfain hall ol SK. lARPs investiga- 
tions were generated in connection wHh Hotline tips. I he .SIG lARP Hoi hue is 
capable of receiving infonruuion anonymoiisKv and confidcntiahtv can and will be 
proviiU^ to the fullest e?rtent possible- 1 he ,%nerican piililic can provide inlonTui- 
lion by telephone, mail, fax. or online. SIC I ARP has established a Hotline con- 
nection on its website at vvwvv;SIG'IV\RP.gov. SKi lARP honors all vv hisileliiower 
proloction'i. 

TALF-PPiP Task Force 

In a proactive initiative to gel out in Iron! of any effort s to i>ro(’it criminally from 
the up l:o S ! trillion TiMJF' program. SIG PARP oigani/cci a multi-agency task force 
to deter, delect, and invcsiigiUe any in.sfancos of I'mud or abuse in l AI J*. hi con- 
nection with the annoimecincnt of the I'iiiancial Stability Plan (“I'SP ”), IVeasiiry 
annoimcctl the outlines of I’PIP lo deal with the jiroblems posed by “ioxic” legttcy 
mortgages and MRS. Jhc PPIF‘.s set up through PPIP will be able to use 'lAI I-' to 
obtain f ederal Reserv e iinattcing to purclrase such assets. Because of the expected 
use ofl'AI..}- by PPIP and itie significant subject-matter overlap, SlG'fARP and its 
ptrtners have expanded the lAl.F Task Force to also aildress the law' cniorcement 
challenges posed by PI’IP. 

The lAI.I -PPIP Task Force, comprisitig Ixith cKIl and criminal law cidbrce- 
ment agencies, with both investigative atid analvlical resources, demonstrates 
that the agoncies involved arc meeting that challenge proactively and before iIh! 
bulk of the money has been expemded. hi addition to SIG 1 ARP, t he TAl l -Pf^lP 
Task Force consists of the lnsi>ec(or Ciencral of the Board of (iloveniors of t he 
I Federal Reserve System, FBI, Freasury’s Financial Crimes Enforcement Network 
(‘T inCE.N"), U.S. Immigration and (atsloms FnForcemcnf: C'iGF"). Inlcnial 
Revenue Service Criminal Invest igfit ion Division ('TRS-CT"), SEC', and the USPIS. 
Tire members of the T.ALF-PPIP Task Force combine their shawd exjnni ise in 
securities fraud invest^ations and maxinvi/c their resources to deter ]5oiential 
criminals, to identify’ and stop fraud schemes before they can lull) develop, iind to 
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bnng to justice those ■who sock to comntit fraud through XM,F orPPIP. Altfwugh 
particii:)atils o! liicso programs who jrlay by the rules have nothing to fear from this 
'.hisk I'orce. l-cdcni! law enlorccn-ient is ready now to detect, investigate, and bring 
to justice an)' vx ho would tr\' to steal from these important proems. 

Representatives I rom each agenc\ ]>i>rticipatc in regular briefings about X^LF 
and PPil^ collectively idontily arejts of frjmd vulnerabilit)'. en^ge in the training of 
agents and analysts with respect to the c'onqJex issues surrounding the program, 
and sene as points ol contact tv it bin each agency for leads relating to 'D\LF and 
any resulting cases that are generated. Ihe TA.1.J''-PP1P Task Force has alreadv' 
received sul)si;miive briefings from F'RBNY, Treasury and SEC and has further 
training sessions scheduled. 

I he -PPIP lask I'orce represents a historic law enforcement efifort 
with an atnbilious goal; to redefine the policing of complex Federal Government 
programs by proacliveK' arranginga coordinated law enforcement response before 
fraud occurs, 

Coordination with Law Enforcement Agencies 

As part ol its coordituition rf)ie, SIGI ARP h<»s been active in forpng jwrtnershijrs 
with other criminal and civil law enforcement agcncie-s. These relationships are de- 
signed to benefit: bot h in\ estigt«tions originated by other agencies, when SIG I'ARP 
expertise can be brought to bear, and SlG lARP's owm im^'stigations, which can be 
improved by tajTjiing intt> additional resources. In this regard: 

• SKJTARP luts continued to devekip close working relationships with the f HI, 
IRS-Cji, USPIS, IGFk Sl:",C, and the I'TG, both with each agency's hoad(|uar{crs 
and vtirioiis field oifrees. 

• S,1GX*VRP htis brought on ti full-time dctailec from the Pni's Washingtoir Field 
Ol'fice ( 'WIO") to work on SKT! ABP investigations and to serve as a liaison 
mth tlie ! Rl-WFO. 

• Ihc Speciitl Inspector General and Dc^nity Spec-ia! Insjx'ctor CUnteral recently 
met v^ith .SFG’s new Ghicf of the. l:',nforcemcnt DMsion and SIGT.VHP has 
several ongoing invest:igfitions vviib SE(k 

• SIGT ARP is in the prcxress of bringing on board a debtilee from SFiC to assist in 
.SIG'TARP investigations and to .serve as a liaison with SEC. 

• SIG lARI:’ has continued to develop relationships with the Dcpjjrtment of 
Justice (“DO)"), both at Main justice and with U.S. Attonicy's Offices across 
the countiy; concerning both criminal and civil enforcement, and is currently 
working with various DOJ conijxjnents on many of its open investigations. The 
SjDccial Inspector Gt-neral recently gave the keynote adtiress at IX)J/l"DlC's aiv- 
niia! conforence on bank fraud. 
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• SIGT^XRP continues to coordinate more ihan a ilozcn Stales AtlomeT s 
(Jencral. 

• SIG lAPP’s Deputy Special Inspector General I'or fnvtsligiUions estahlished 
the^\ssistant Inspector General for lnvestig.aljons ("AlGl ”t i AlU* Interagency 
Working Group. Its objective is to provide an active lonim for licacls oi inx estiga- 
twe dKasions within the Inspector General ("Kr ) communily ami other law en- 
forcement agendes whose ^ency mission is in some way aif'iliated with iARf’, 
to coordinate and share relevant investiginixe infonnaiion at the nationiil lex el. 

• S1G1-\RP continues to work closely with the Nexx York 1 ligh Intensilx' 1 inaneia! 
Grime f\rca {''NY IIIFCA"). N^’ HlI'CAproxidcs SlG lARP with two dcxiicated 
hnanciai analysts, supervised bya Setiior S|>ecial Agent from IGR. to proxiile da- 
taljase search and an^iical su|>[x)ri. and the Special inspector CJencra! recently 
gave the keynote address at the STi’ 1111 CVVs annual conference. Ihis rclafion- 
slxip ha.s already generated sev’eral com])!cx ongoing inx csfiguions. 

• SlG PyiP obtains access to Bank Secrecy Act (3! U-S.C'. §331! ci seq.) data- 
base services through FinCEN. SIG 1 ARP is working with [ inC-i' N to devcloir 
an advisory regarding lAllPprogmins ihitt will l^e sent to thousands ol: fintincia] 
institutions, and SIGlARP's !)e]iutv' S|xauil Insjx'ctor (fenerai gave a presenta- 
tion at FinCEN s Rank Secreev' /Ui V\brking Group annua) meeting. 

Coordination with Other EESA Oversight Bodies 

FlxS.A, as amended, is e^plicil in irumdiiting (hat SKl'I ARP coordinate audits tind 
investigations into I'ARP with t lie other pritniiry ovcrsiglit bodies: the Financial 
Stability Oversight RoartI ( “FSOR"). COP. ami GAO. Nunvxsrous other agencies, 
both ijj the IG comimmily and among critxiinal and civil law enfort^ement: agencies, 
|x>tcjttialiy h;nc responsibilities (hat touch on lARP as vvcll. SIG'IARP lakes seri- 
ously its mandate to coordinate tlxesc ov«>rliiiTping ovx>rsiglit res^xmsibilities, t>nth to 
ensure iiTfixinnim coverage aiul to minimize duplicative reciiiesls of l ARP inanctg- 
ers. SiG'lARP and its jvjrincrs ivive continued to ht*vc significiint: success on this 
front since the .April Qii.-merly Rx:ix»rt. 'Ihesc coordination efforts include; 

• l)i-wcokly conference calls with stall' Iroin IvSOB 

• tegular meetings with staff irinn GOP and the launcliing of a complevmtntiuy' 
effort to address Treasurv's rcpiirclxase of wammts (roni 'lARP recipients 

• rTeqnenI itileractions with CiAO to ccairdinate ongoing aiu! plannetl worlc to 
avoid any unnecessary xiuplicalioti of efforts and to bt'iler facilitate their indi- 
vidual rtTS|K)nsibillties 
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TARP-IG Council 

Duo to the scope of the v.irioiisprt^rams under TARP, numerous Federal agen- 
cies h;n'e some role in odniinislering or overseeing lARP programs. To further 
lacilii.'Uc SKi i AHP s coordinaiion role, the .Special Inspector General founded and 
chairs the lAHP Inspecior Genera! Council (“lARP-IG Council”), made iqT of 
ihe C ompl roller General and those IGs \vhose oversight functions are most likely 
to touch on I/\Ri’ issues, i he (k)uncil nieets monthly to discuss developments in 
1 AiiF and to coordinate o^ erlapjiing audit and insestigafive issues, ihe T\RP-Ki 
C.'oundl currently comprises: 

• ihe Special Inspector (ioncral 

• Inspector (ienera! of the Dcpiriment of the ['rctisun' 

• Inspector (.ienerai of (he. Board of Ciovemors of the hedcral Resersx! SvTitem 

• hispector ticncral of the icHleral Deposit Insurance Corporation 

• inspector General of the Securities Jind Fxcivmge Commission 

• Inspecior Cenorai of the f ederal Housing Finance Agency’ 

• inspector Genera! oj tlK“ Dcjaiirtment of Mousing and Uihan T)evel<^mcnt 

• Ireasury InsjTeclor (Jenerai hir IVtx Administration 

• Inspecior Cienera! for the Small Business Administration 

• Comptroller fieneral of the Utiited Stales (hcatl of G.-\0) or designee 

Communications with Congress 

One oi' SKCl ARP's jiriniiiry functions is to ensure that Members of C'ongrcss are 
kept informed oi’ developments in '1 ARP pntgrams and SIGH ARI^'s ovcrsiglrt activi- 
ties. lb fulfill that role, the Special Inspector Ckmeral and SIGI ARP stall' regulitrfy 
Inief Members atid stall’. iVIorct formally, over the past t|uarler, the Special inspector 
General l:estifi«>d before (he joint Economic C-ommittee CJEC") on April 2S, 

2009; entit led “Following the Money: A Quarterly Hcpttrl b\ the Special Inspector 
General for the ’lARP.’’ the teslintony focuswl on ilic lindings and recommenda- 
tions of SIG’FARP’s April Quarterly Re|,Tort. Copies of all of the Special Insjx'ctor 
General’s written t estimony, hearing Iranscrijrts, and a %’arrety of f«her materials 
assoeiitted with Clongressional hearings since SKi lAHI’s inception are posiixi at 
www.SKF’r.ARP.gov/reporls, 


BUILDING SIGTARP’S ORGANIZATION 

From the day that the Special Inspector (kmcral was confirmed by the Senate, 
SICi lARl’ lias worked to build its orgiiniziifion thnjugh various complomentarx' 
strategies, including hiring e.\pcriencc<! senior executives xvho can play multiple 



107 


SPECIAL INSPECTOR GENERAL i TRCmED ASSET KUEPPROSlWiJ 


Toles during fhc eari}’ stages of the organfeation. leveraging the resources ot olher 
agencies, and, where appropriate and cost-effective, obiaining services ihrough 
SIGTARPs authority to contract. Since the A|}ril Quarterly fk'port, SKi l ARP has 
continued to make substantial progress in building its operation. 


Hiring 

Each of SIGXARP's divisions has continued the process of filling out its ranks. As 
of June 30, 2009, SIGlAiiP had approxinuucly 60 personnel, including dctailecs 
frfJin other agencies, with several new hires to begin over the coming weeks. 
S}GTi\RP's employees hail from many l ederai agencies, including IX)i, f Hi, IRS- 
Cl. Air force Office of Special Investigations, GAO, Depart menl of Iransponation, 
JX-partment of Eneigv', SEC, DOj, U.S. Secret Service, United Stales Postal 
Semee, U.S. .^rmy Ciriminal Imestigatinn (.knnmand, Nava! (Criminal Invcstigalive 
Senice, I'reasury-Officc of the Ini^cclor (icneral, Depailtnctit of Rnergy-OITice 
of the Inspector General, Department of !rans|K)rtation-Officc of the lns].>cc£or 
(icneraJ, Department of Homelattd Sccurity-Olhcc of the Inspector Gentmii, 

I DlCi-Office of the Inspector (Jcneral, Office ol’ the Speciaf Inspector (ioneral For 
lrfH| Reconstruction, and the Department of 1 lousing and Urf>an Devciqnncnl; 
Office of the inspector General. Hiring is actively ongfting, Iniilding to SlG lARP’s 
current goid of i^roximafeJy 160 full-time employees. I'he SICFIARP oigani/a- 
tional chart, as of June 30, 2009, is incliKled itt /\j5pc‘ndi\ H. 


^Y/OiO PROPOSED BUDGET 



SIGTARP Budget 

Section t2l(j)of F.E'S.Aprovidod $50 million in initial operating funds to 
SiG lARP. When SIG l ARP was established and its initial operating resources were 
jillocittw), T/\RP was cnv isioncti as a $700 billion asseC-purcha.se and -guarant ee 
program. Iti the months that followed, iiowcvcr, lARP evcilved into ! 2 separate 
program.s that htivc i)een estimated to involve up to approximtitely $3 trillion, sig- 
nificantly expanding I he nccessjtry scojic of SIG'I ARP’s oversight operat ions and rtv 
source needs. SIGl AIU' anticipates tliitt its total budget: lor I'Y 20 10 will be $48.4 
millittn, based on the assumjjlion that it will reach its tfuget of 1 60 staff by early 
2010. Approximately 50% of SKfl ARRs non-personnel costs will be piymcnts 
to other (Government agencies for services providwi. I'or a del:aiied broakclowii of 
SlGTARFs I Y 2010 budget, see Figure 1.1. 

SKi lARI' estimates that its initial o|X'raling fnttds will be exiHuidoci by a;[v 
pn)xim;itcly itie second <niarter of l Y 2010 and that m acklilional $28.3 million 
will be needed to hilly fund operations through the fiscal year. Taking into account 
a portion of the $1 5 million in additional funds made available by t he fuvsign-Boxer 
Amendment, which SiGTARP expects to sjxiKl over three years (i,«L, $5 mil- 
lion jicryear), SIGTARP has submitted a request to Treasury for a S23.3 million 
amendment to the FY’ 2010 budget submission. 
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SIGTARP’s Physical and Technical Infrastructure 

SiG TAP.P has begun ihe process of moving into office space at 180] t. Street, 
in Washingloi), D.Cb. the Siime oflice building in which the Treasury officials man- 
aging ! AHl* arc local e<i. SKi lARl’ is aireijdy occupTing temporary' quarters in th;j( 
building while ils lv\ o]')cnnancnt IIchm's are being renovated. S1G IV\RP anticipates 
occupying ils pennanent space by early 201 0. 

SKnARP operates a website. www.SlGlARP.gov; on which it posts all of its re- 
ports, testimony, ctinlils, im csligaiions (once such investigations are made public), 
contmcls, and more. I he w eiisite prominently features SlGX\RPs Hotline, which 
can also l)e accessed by phone at 877-S1G-2009 (877-744-2009). 

from tile wclisitcs inception fhniugh June 30, 2009, more than 12 million visi- 
tors hav e accessed SlGI ARP s vvebsilc. and SlG'T\RPs first two reports have been 
downloiKlcd more than 670,000 times. 
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Ibis section summarizes the activities of the U.S. Department of the Treasury 
l"’l reasiirv'") in ii s TTiimagcmoni of t he 'IVoubled Asset Relief Program ("TARP”). It 
inciiicles a linancial ovom'ew and provides updates on established TARPpit^ntns, 
iTiclucling the stains oi’ lAl^P e\ccurive compensation restrictions. 


FINANCIAL OVERVIEW OF TARP 


•Vs oi' June TO. 2009, f’reasnrv !ia<l announcctl commitments to spend $643. t 
iiillion of the $700 billion aiil bon/.et! by Ciongress in the Emergency licononric 
Siabiii/alion Act ol 200S ( f.,l ..SA ).' Of this amount, approximately $441 billion 
hiic! been expended through nine impicmenied pro^^ms to provide support for 
U.S. financial inslitiitions, companies, and individual borrowcTS.- On May 6, 2009, 
C-ongress ]>assed live t Icipmg l-am)lje,s Save 'Ihcir Home Act of 2009 (Public I 
.No. 1 ! ] -22),' n bicit amended EES A and reduced TARP's authorized $700 billion 
by $ 1 .2 billion,’* T herefove, the Secrctarv' of the Treasury (“Treasurv’ Secretary") 
now “has the authoritv’ to purchase and hold up to roughly $699 billion in assets at 
one fime."* 

Ireasiiry inlei]irets llie $699 billion nmximum Funding forTARP, as autho- 
rized in EiESA, as a cap on the amount that can Ije “outstanding" at any one time. 
Therefore, as Jimds arc rc'ixtid. they become available for other EE:SA-aulhori/cd 
jniqioses.* As of June .TO, 2(K)9, $70. .T billion' in TARP funds liad been repaid to 
the Government. In total, 46.9% of T ARP’s available $699 billion was outstanding.® 
Any interest: or dividends receivetl from Treasury's investmems, as well as revenues 
from the. sale, exercise, or surrcncler of the warrants, arc deposited into Treasury's 
genend fund for the i-cduction of public debt and are not available to lie re-used by 
T reasury.” As of June TO, 2009. $6.9 billion in interest and dividends bad been re- 
ceived liy the Goveniinont, and $20.3 million in profits had been receiveil from the 
sale ol' waiTants and preferred stock (received as a result of e.\erciscd wamints).'^ 

T'lte 1 2 announced programs within TARP can be calegori/ed in 4 getu^ral 
groups deptmding on the. type of siij>{x>Tf they were designed to provide; 


Viai The right, but not the ooliga- ■ 

^ bon, to purchase a certa'n number of ; 

shares of common stock at a fixea 
, prree ^ 


• Financial Institution Support Programs — T hese' programs sliare a common, 
s(:ate(i goal of' stabilfeing the financial market to avoid disruption and provide for 
a healtliy economy. 

• Asset Support Programs — These projyains attempt to support asset values 
and licjuidity in the market by providing funding to purchase securities. 

• Automotive Industry Support Programs — Tlu'se programs ail have a univ'cr- 
sal goal to stabilize the American fiiitoinolive industn'. promoting in;»rkot stabil- 
ity an<l a vigorous e<.;oi\oiw. 

® Homeowner Support Pre^rams — T hese pn^rams encour^e homeowmer 
affordability by provitiing loan modification anvi refinancing assistance. 
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1 ^ ^ ^"S I A findnna! 

■v::y.:iv;ijnstitution whose failure would impose 
SigntRcant losses on ‘•redrtors ana 
countei parties, cal! into auestton the 
llpanciai shenj^th of other similarly 
Equated tinancidl institutions disrupt 
fc arcul maikets loise borrowing 
-costs for households and businesses, 
_ I'nd reduce household wealth. 


i.P(«fewftfiSft, 6 ^.TEquityownership that- 
vus()ti^yfi0ag^'%'^d'dtv]dend. gives the . 

corporate earmngs ^ 
jiitiper^tt^tt^eoh^on- stock, owners, and' 
has no votirg-.tiglits. Preferred stock 
also has priohfttjn the distnbution'.of ;■ ^ | 
assets in ^ cfese of liquidation of a 
baitapfcompahy 


Financial Institution Support Programs 

7116 priman' tool of XARP for assisting financial insHtudons thus far has hccn a 
direct irn’cstment of capital. Financial institutions iricliide l.)anlv holding companies 
and certain -sv-stemically sigtiilicani institutions, stich as .Anioricati International 
Group, Inc. ("AIG"). 

• Capita! Pimrhase F^r^ram {“CPP“). rreasiny created (iPP to proiide liinds to 
"stahifizc and stren^hen the U.S. financial system hy increasing the capital i>a.sc 
of an array of healthy; viable instituttons. enabling iticin [u>] lend to consumers 
andbusines-sfes].’'" As of June 30, 2009, rreasury had invested S203.2 bil- 
lion in institutions through C’PP out of a tn^iximum jirojectcd fmuting total of 
S2J8 liillion under the program, of which S70.1 billion had Ijeen repaid.'- See 
the "Capital Piircha.se Ibogram " discussion in lhi.s seciion for more detailed 
information. 

• Capita! .Assistance Program (“CAP”). -Similar to CPP. the goal of CAP is to 
“ensure the continued ability of U.S. iinanciai insiiintions to lend to creditwor- 
thy boTTovvers in the face of a weaker than especterl economic einironmcnt and 
Ifjiger than expected potential losses.”' * ,Vs originally envi.siotied by Ireasury', 
(’AP investments were to be targeted (o financial institutions vvilli more than 
SlOO billion in assets and would be sized to provide a capital biif icr to be deter- 
mined by a Supervisory Capitiil Assessment. Program (“S(yAP" or "stress tosl’'}.'** 
Imasury apjvIkHl SCAP to 19 of (he largest financial institutions and concluded 
that 10 of those institutions will be re<|uired to seek additional capital.'^ ’Ihoso 
failing to raise such cajiilal in the privjifc market will be rcc|uired l:o take CAP 
funds: however, nvmy financial insiit iitions have mised significant funds on 
their own. which could seemingly limit their need for CAP. in addition to the 
ixupiired participants, all cpialilying financial institutions may ap[:>ly under CAP 
for additional capital without the stress-test requirement. As of June 30, 2009, 
no transjictions had occurrcrl under livis program. See the “Capital Assistance. 
Progrtim" part of (his section fora detailed discu-ssion of the stress tests and 
their results. 

• Systemicaily Significant Failing Institutions (“S-SFI”) Program, Under the 
slated terms of the SSFl program, 'freasury invests in systemicaily significant 
inslilulions to prevent ihdr I'ailurc and (he market disru]3(ion that would fol- 
low.’* As of June 30, 2009. Treasury, through SSTl, had maiie, and is commit- 
ted to make investments in. one itistiliuion — AIG. f his support wa-s jirovided 
throiigjv two transactions — S40 billion'" lor (he purchase of prcfc^neii stock 
from .AIG and approxintately $29.8 billion for an «]iiity capital facility that AIG 
can draw on as needed.'® As of June 30. 2009, /\K> had drawn down $!. 15 
billion in equity from the capital facility.'^ See the "Sv^tomically Significant 
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Tailing insSitnlions’part of this section for a detailed discussion of the '\IG 
transact ions. 

® Targeted Investment Program {‘TIP”). The stated objectiv'c of TIP is to 
make targeted itnestments in financial institutions "to avoid si^ificant market 
disrupt toils resulting (roni the <lctcrionilifm of one financial insmtution that can 
threaten other (inanciai institutions and in^tair broader financial markets and 
pose a threat to the os'oall cconomv’’^ As reported in SiGTARP's initial Report 
to Goiigress C hntial Repon"), dated l ebnian’ 6, 2009, Treasury purchased S20 
billion of (.a.Miit.ir pi'el'cired stock aird received warrants of common stock from 
both ( atigroup and Ratik of America, lor a total expenditure of $40 billion in 
i ARP funds,-' As of Juno 30, 2009, I’reasiiTy had made no additional funditrg 
aviiilalile under this program. SiibsiH|iicnt to SIG'lARP's .April Quarterly Report, 
( atigKitip finalized an exchange offering that will convert preferred stock, 
including preioirt'd shams aetjuired b)' ’ITeJisury ihrou^ IIP/AGP and CPP. 
to trust prelcjTod shares tittd common stfK-k, rcspectiveKv See the ’Targeted 
Invcsimenl I’rogram tiiid Asset Guaniirlce Ihogram” portion of this section fora 
detailed discussion of C’.iiibank's exchange offering. 

• Asset Guarantee Program (“AGP”). Through AGP, Treasury's stated goal is to 
use insunincc-like protectiftns to help stjtbilize ai-risk financial institulions. A(iP 
prox ides certain lo.ss jjnrtections on a select pool of mort^^gc-relalcd or similar 
iissets held by ]7articipants whoso portfolios of distressed or illiquid assets pose a 
risk to market confidence.” As discussed in SIG JARP's Iniiitti Rqxtti, Trciistm; 
tfic l eclcral Deposit Insurance Gori>oration (“f’DIC''). an<l tire Federal Reserve 
itgreeci to provide certain loss i^rotections with respect to $301 billion iir trou- 
bled assets held by Citigroup.'” Treasury's pnyecteti TARP inxcslmcnt ihrougfi 
this program accounted for $3 billion in proleclioti for Ciiti^oup as of June 30, 
2009,'*'* A similar arrangoment with Bank of America wiis announcetl on January' 
16, 2009: Uanli of Ameiica, however, recently requested not to go forward with 
I lie ]xn)gram. As of Juno 30, 2009, theniiiller hatl no! ye! been resolved.''^ See 
the “’lingeled Investment: Program and Asset Guarantee Program" discussion in 
this section for more itifonnation on Citigroup's transactions. 


liquidatibfi' 

and 


..Assets that cannot be 
, quickly converted to cash. 


Asset Support Programs 

Ihc piiqxise of these programs is to support the H<|uiLlify and jnarket value of as- 
sets owned by financial instit utions. Ifresc assets may include various classes of 
asset-backed securities CABS") attd several types of loans. These )}rq>rams se<^k 
to bolster the balance sheets of the CinatH-ial firms and help free up capital so tlxtt 
(tnancia! institulions can extend more credit to siij>porr the U.S. economy. 


Term Asset-Backed Securities Loan Facility CTALF”). was originally 
dosigiH'tl to increase ihc credit avirilable for consumer and small-business loan,s 
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,Con\mefC!st 

H financial instrument 

•jHiatisbackf '■ ■' "■■■'-i. '■■■ i''' f.'i 

:>5tate''mortgage or a group of.c.oRv..v;-:'>:;V'.sv 
mercia! real estate mortgages that are-. ?:-: * 

i\p-> 1“' tuiMu t,dj'f-5i'kpd$p'*-un 

’rAtRi”) A financial irtshument 
that fs backed by a group of residential 
■realestatevmortgages.thatare pack-;>;--;:-.-:: 
aged together. . 

1 ej4>.,N A^^ot' Also common^ ' 
ref6rre'd'tO'as.troubied.ortoxic assets, , 
:;lagacy:assfits'are real- estate-related.'.- : 
loaiTs and securities (legacy fooTS 
,'and legacy se'clirities) that remain o'li 
, bahks’bafa'nC.e'Sheets that.have tost ' ■ 
value but are, difficult to price.due'td , ' 

c. I ~ Loans that are often 
underperforming real estate-related ■ 
loans held by a bank that it wishes ^ ; 

to sell, but recent market disruptions 'J 
rave made difficult to price ' , 

Ls.: c>jr Troubledreat estate- 

related securities (RMBS, CMBS>, and . : 

other asset-backed securities (“ABS") 
lingering on institufions’ balance sheets- 
because their value could not be 

' V ' The secondary 
market, also known as the aftermarket, 
iS die financial market vi^iere previously 
issued securities and financial instru- 
.ments such as stocks, bonds, bptoris,, 

. and.futores.are bought and sold • , 


through a Federal Reserve loan pn^^m backed hy lARF fiimlb ( \ll p7('Mii<s 
non-recourse loans to investors secured by certain (\pes oi ,iss< i i* kIvs d s..v im 
ties. Treasury and the Federal Reserve expanded TAI. I to emu iJcliliun.d issf 
classes, mckidingnewlv issued and legacy commercial u, *> *^kv • sv, i 

ties; y.-iVIB.S s with the potential to exjTand into residcnii a i.k ti ni Am 
sti untus I’MCS T-^LF as originalK- announced was to be a ii200 biihon 
pri^^in that included $20 billion of 'I'ARP lands to be used lor purchasing 
surrendered collateral.*'' Ihc facility ciui be expmdcd to $ I tnllion ol lending: 
according to Treasury; it will pro\ide up to $80 billion ol I AUP funds lo sup- 
port this pro^am,-^ but according to the l ederal Resen e, (he amount ibr whicli 
I’reasury would be responsible would be up lo Si 00 billion.-* As oi june 80. 
2009, the Federal Resers'c Bank of NewAbrk (‘ t URNY ") liad facilitated four 
TAIJ' subscriptions of non-mortgage-rckited ABS, totaling approximately $28.5 
billion of XA1.F borrowing.® lAli’ had also launched a subscription for mnviy 
issued CMBSin june, for which no loans w ere issued. .An ox eniew ol lAl. T, 
later in this section, provides more infonnation on tlicse activities. 
Public-Private Investment Prt^ram (“PPIP"). As originalK' amuninced, 
Ircasiiry, in coordination with I DIC!^ and the Federal Reserve, intended PPIP 
to improve the health of (inimcial instil ulions and restart Iro/en credit miirkets 
through live purcliase of legacy assets (e.g., legacy loans, CMBS, RMBS), ™ In 
addition to the tapansion of FAl I to include Icgiicy securities, as discussed 
previously. PPIP was intended to involve investments made through multiple 
Public-lhivate Investment Funds ("PPIl-s") in two suljprograms — one to pur- 
chase real estate-related lams ('‘Icgjicy kxuis’') and the other to purchase real 
estate-related securities (“legacy .securities”) fnjm financial institutions. 

However, as of June .80, 2009, the lulurc of tiie legacy loans program is in 
doubt because FDIC has shelved the program.*' The legacy securities jirograin 
is under <!cvctopmeni, and Ireasury announced the selection of nine PPTl' 
mamigers on July 8, 2{K>9. tivit: will receive up to $30 billion in j ARP fund.s, 
Treasuiy Ivis slater! that PIMP, originally ititenrled to Involve up to $1 trillion in 
liinds, is expected to ulili/e up to $75 billion of TARP fiinds,^^ See the "Public- 
T’rivatc Invcsiineni IVogram" discussion Liter in this section for detail-s about the 
program structure and fund manager tenns. 

Unlocking Credit for Small Businesses (“UCSB"). Under UCSB, Treasury 
announced that it will begin purchasing up to $15 billion in securities backed 
by Smiill Business Administration (“SB.A ") loans.'-* As clomand has liiminished 
in the secondary mfirkei for these securities due lo adverse credit conditions, 
there has been a reduction in the volume of new small-business loans written by 
banks. As of June 30, 2009, no transactions had occiined under iliis ^irogram, 
Sec the discussion of “Unlocking Credit for Small Businesses in this section for 
more infonnation on the program. 
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Automotive Industry Support Programs 

rhc siijlotl ol)Jecli\'c ol 'lAHP's aiifoinolive industi>’ suf^ort programs is to “pre\’ent 
a sigiiilicaol disruplion o( iho American jnitomotive industry; which would pose a 
systemic risk to iinancial inarkel stability and have a negath'e effect on the econo- 
my of the United Stales, 

• Automotive Industry financing Program (“AIFP”). Under this pro^am, 
Ireasury made emctgency loans to C'hryslcr Holding IJ.C ("Chrysler"), Chry'sler 
I inancia! Seniccs Americas l,{ C’ (“Chrysler Financial'"), and General Motors 
("oqioration ( ‘CM In addition to these investments. Treasury purchased 
senior prefem*d stock from CM.Af 1 1 .C (“GMAC"). Subsequent to SKH AKPs 
April Quarterly Re|x)rl, the manufacturers (Chrysler and GM) were unable to 
oljiaiu ncccssan- concessions from key stakeholders and, therefore, filed for 
ljankrui>tcy on April 50. 2009, and June 1, 2009, respectively. These banknij^- 
cies ttvvoKed iirftision ol addition;*! FAl^P funds. As of June 30, 2009. Trettsury' 
had expended or committed $79.3 billion in All'P investments, of which $ 130.8 
million had been rcjjaid.'^ See the discussion of ".Automotive Industry' Fijiancing 
lAogram ' l;>£er in this section for a detailed discussion on the reorganirations of 
these companies. 

« Auto Supplier Support Program (“.ASSP”). Iho stated purpose of ASSP is to 
)>ixn’i(]c Government-backed financing t<j bmik the adwTSc credit cycle affecl- 
itjg the auto suppliers tuid the mamtlaclun*rs by "pro'iding su|Tplicrs with lire 
confidence they need to continue shipping their jxiri.s and the sup|iort llicy ncc<l 
to httip access Icitms to pay their employc<?s ;ind coirtinue their operations.’'^’* 
fi-easury’s commitment under this program was S'? billiott as of June 30, 2009 
— $3.3 billion forGM and $1.3 billion for Clny’sler.^' Set; the discussion of 
‘'Auto Supplier Support Progrtrm" in this section for more infonnation. 

• Auto Warranty Commitment Program ("AWCP”). Ihc Auto Warranty 
Ciommitment Program was designed by thc.Adminisir.uioii ^viih the inten- 
tiotv of l)otst«tring cotisumer confidence in aiilomohile wjirranties on CuM- and 
Chrysler-built vefticlos. Under t his program. Govemnueni-backed linancing 
was to be provided for the warranties of cars sold iiuring the GM an<l Chiysler 
restructuring pen'cals, ;As of June 30, 2009. TreasHry funded $640.7 million 
toward tltis program — .$360.6 million was made awniable to GM and $280. 1 
million was made available to Chrysler.^* However. Ireasury^ hassOilwl that ilie 
funds are not cApected to be used by the immil’acturers. Tmisury ex]iecls lltat 
tifter GM uiul (Chrysler fully emerge from bankruptcy-, the committed funds will 
bo refunded to I'reasuryt^*’ See the discussioti of “Auto Wammty Commilmcnl 
Program" in this section for moro information. 
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Homeovmer Support Programs 

'Ilie homeowner support pfTc^rams are aimed a1 assislittg troubled homeowners and 
iinanciai institutions holding the affected assets. 


• Making Home .MfordaWe (“MHA”) Program. Acconling to Ireasun. Ml JA 
is a foreclosure mitigation plan intended to ' help bring relief Lo responsible 
homeowners stru^ingto make their mortgiigc payments while, prevcnlmg 
neighborhootk and communities from suffering the negaiiio spillover effects ol 
foreclosure, such as lower housing prices, increased crime, and higher taxe.s. 
Ireasuiy; along with other Federal agencies, "w ill undertake a comiirehcnsn e 
muhipic-part strateg'," which will provide for (i) a $7s billion loan rnodiiica- 
tion prof^m for homeowners in defauli on their payments or facing imminent 
default, (ii) a streamlined refinancing process fiir homeowners \\ hose loans arc 
serviced by Fannie Mae or Freddie Mac. and (iiilairirroximalcly $200 billion 
lo support Fannie Mac and Freddie iMac."" Ihe funds for this cfforl will be 
|>ro\idcd fr<an both TAllP- and non- TAnP-relalcd sources, Ifeasurv' announced 
that up to $50 billion irf fARF funds could he CNjX’nded for this program. As 
FIGURE 2.1 of June 30, 2009, $18 billion had been allocated lo ihe j^rognim.'*' 

TARP fT-?p.!ECTED FUNDING, 

BY PROGRAM ihe following figures and tables pnividc a status summary of the im|>lemenl:ed 

■' ; and announced lARF and rMlF-related initiatives: 



IS ImpIstiiRtiffiil Programs 
iS Armciuncftd Programs 
IS Ri’maiiiing Fund,'; 


• total potential funds subject to SIG'l'.AffP oversight ( lablc 2. 1 ) 

• projected I'ARP funding by jarogram (Figure 2. 1 ) 

• cvix'itdilure levels by program as of June 30, 2009 (rahle 2.2) 

• cumulative e.xpeiHliiures and rei'viyments as of June 30, 2009 (Figure 2,2) 

• cumulative c.xpeiulitures over time for impleiiKMited programs (Figure 2.3) 

• expenditures by progniin snapshot as of June 30, 2(K)9 (figure 2,4) 

• summary of terms of 1, VHP agreements ( lablc 2.3 and (able 2,4) 

• sumtnaty ol largest warntiu positions bold by Treasuiy by [imgram as of June 30, 
2009 ( Ibble 2.5) 

• summary ol'divitlend and interest |Jii\anents received by program (Table 2.6) 

f'ora re|x»rting of all purchases, ol)ligations, expenditures, and revenues of 
TAHP. see Appendix C: “Cross-Heference lo Rej>orltng Hc'{|inrements.’' 


NMss: NiimiiersaSsctstlby tountliig, As o( &^3Cy<!009, fintngfor 
C»itai Assisunce f’togr.mi I W’1 lo be ((eterminKl. 

‘ As d 6/30/200S, Sro.l WlfonofCF’Pfincff^lwIbesnreoMl, 

As of tyayZOOS, $.l SO.S miiton of prifciwi ixymenls rotrted lo 
AIFP loons (Chrysler raianciai) hod been ressid 

San'cssiSae (inalshcliwte. 
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TABLE 2.1. 


TOTAL POTENTIAL FUNDS SUBJECT TO SIGTJ^ O^SGW; M 6F;^^/2069 'I sill Cns. 


Program 

Brief Description <»' Participant 

Total Projected 
Funding at Risk ($) 

Projected TARP 
Funding {$) 

uapnoi 1 ■uiciictbO rTCgroiiii cu'f ) 

hvestmaits m 649 barits to date; 8 insfitutions 
told $134 biikxr; receweJ $70.1 tsSon m 
repaymaits 

$218.0 

iSTO.ii 

$218.0 

!$70.i> 

Automotive Irtdustry Financing Progratii 
("AIFP") 

(3d. Chry^, GN^C, Chrysler Financid; recewed 
$130.8 ft*18on m loan repaymente (Chrysla 
Financial) 

79.3 

79.3 

Auto Suppliers Support Program (“ASSPl 

Government-backed protection for auto parts 
supi^iers 

5.0 

5.0 

Auto Warranty Commitment Program 
C'AWCP'') 

Goverimtent-backed protection tor w»iffl4ies of 
cars sold duriig ttie GM and Chrysler b^ruftcy 
restructurmg periods 

0.6 

0.6 

Uniockitig Credit for Small Businesses 
riJCSB") 

Purchase of secaiUes backed by loais 

15,0^ 

15.0 

Sysiemically Significant Failing Institu^ons 
("SSFD 

AiG investm«4 

69.8" 

69.8" 

Targeted Investment Program ('TIP") 

CitigroiRj, Bftfik of America Hwesbnatts 

40,0 

40.0 

Asset Guarantee Program ("AGP”) 

Citigroi«. rvig-fence asset ^la'antee 

301,0 

5,0 

Term Asset-Backed Securities Loan Facity 
(“TALF”) 

FRK^Y non-recojse toars for pirchase of asset- 
backed seciiities 

1,000,0 

80,0 

Making Home Affordable ("MHA") Program 

Modification of in<»tgage toais 

75.0 

50,0 

Public-Private Investment Program ("PPP) 

Disposition of legacy assets: Legacy Loans 
Program. Legacy Securtties Program 
(expansion of TALF) 

500.0 - i.000,0 

75,0 

Capital Assistance Program ("C^”) 

Capital to qualified financial insfiUitioris; includes 
stress test 

TBD 

TBD 

New Programs, or Funds Remaining for 
F.xtsting Programs 

Potenhai adcSticsw! funding relati'd to CAP; other 
programs 

131,4 

151,4 

Total 


$2,365.0- $2,865.0 

$699.0 


NoWa; N(in(b«rs sHectacl by rouiidiiie. 

‘ Tn$3Giiiyamui)C(i<ltltitt it would puiduso uptoSlS billion <i OKurttles ukIpi tl»IJnlaclungCr«ditforSmoU6iislness«sprQgran. 

" Actual TARPonpeiiditures as d6/3lV20i:«. 

' S75 billion is for mortgage modScation. 

Sources: Tieasiiry, Office of financial StabBly, Chief of Cnmptance aotiCR), SBTARP mtwviaw, 3/30/2009; Tteasuy, Transactois Report, 7/2/2009, http'//Smr.finonci3istability.gov/cloos/'' 
transactiorrreports/traisoctions-repon 070209.r«», acmsecl 7/^2009; Treasury, ‘AiSoSia^r Support Program: StabiUtingthcAutisIndustty ha TitneofCnsis,' 3/19/2009, btto//wwvr, 
treas.gov/nresv'releaseVdoovfsuppter. support ptogt<m. 3.13. piS. accessed 3/19/20OS; Treasury. ‘UiVickingCmdK for Sn^Bushasses Pact Sheet,' yi 7/2009, http/Aw'w.finnnclalsta' 
bKIty.gou/madtostabll'ty/unlofkin^rediWor^aSBiaiiesses.hWiI, occessedMCt/2008: Treaiu;y,'Treasafy,F«5ralRasery«. ar«lF0IC Provide AssisBnco to Sank of America,' 1/16/2009, 
h«p:,i7w»nv,tt«as,gov/pt»ss/reliasevhp)356,litm. accessed 1/1V2009: Trsasury Press R»to«. TIS. Gownsnant FJi^ijes Teiius of C«i Guarantee Announced in November," 1/16/2009, 
hKpyA>ww.fiiiaiwi.tl3lahW),80v/l«esVhpJ358,litmI. accessed 6/8^2009; Treasury. “fisaicialSJabiity P!»i Fact Sheet.' 2/10/2009. http//vw(w.linancialstaM!ty,8<iv/<)ocsTacf-sl^^^^^ 
accessed 6/3/2009: Treasury, "Making Home Aflorrlnble: Upcialeri Dett^ Program Oesurpticn.'’ 3‘'V2009, hiy>;//mnt.!Teas.gov/press/relesses/repQtt$r1iriitshg...fact... sheet. pdf, accesseil 
6/10/2009; Treasury, 'FitbliC'i’riuale tmestment Program,' 4/6/2009. http/Awrw.frnsncialstablity.gov/roadtostat^/pubicfKlvalefund.htrnl. accessed 6'9,''2009. 
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EXPENDITURE LtVELS BY PROGRAM, AS OF 6/30/2iX»9 {$ BiltoNSi . 



Amount 


Percent {%) 

Section Reference 

AviHiori^nilUiirlor TfSA 



$700.0 



iulk). !:>!'(! l((iniK'l.ll,l!v'IV 


$250.0 


35.8% 


Km -i ! Uni r l-rt-M ( n hK rtilif ate ol 


100.0 


14.3% 


Fi 1 i Ut if-rh sil I'wi OPrtifif atf ofNwJR 

K 1 )• It ‘ Di -wnr n i -hIp J 


350.0 


50.1% 


1 1 Ipitu ' -fni K s it-- Till It Fiorno'’ Art of 2009 


(1.2) 


(0.2PJ 


Total Released 



$698.8 

100.0% 


1 “ Fxi.et Ittu “s bv '^r dsurv Ursder TWtP 

1 tptilftjt t 1 Tn’rami f PP ) 

Bank of Americai^ 

$25.0 



3.6% 



25.0 



3.6% 


•iPMotsanr 

Wells Fargo 

Goldman Sacfis= 

25.0 

25.0 

10.0 



3.6% 

3.6% 

1.4% 

‘'Financial Institution Support 
Programs" 

Morgan Stanley^ 

Other Oiialtlvint? Financial lnstitiitions'> 

10.0 

83.2 



1.4% 

11.9% 


CPP Total 


$»)3.2 


29.1% 


Systemically Signiftcant Failing lostitubnns CSSFl") 

Program: 

AIG 

$69.8 



10.0% 

'financial Institution Support 
Programs" 

SSFl Total 


$69.8 


10.0% 


Targeterl Investment Program ('' iTP*): 

Bank of America 

CitiBrouo 

$20.0 

20.0 



2.9% 

2.9% 

“Financial Institution Support 
Programs" 

TIP Total 


$40.0 


5.8% 


Asset {jtiarantee Program ("AGP”): 

CiticrouD' 

$5.0 



0.7% 

“Financial Institution Support 
Programs" 

AGP Total 


$5.0 


0.7% 


Term Asset-Backed Securities Loan Facility nALf"): 

TALF LiX 

$20.0 



2,9% 

“Asset Support Pro^ams" 

TALF Total 


$20.0 


2.9% 


Automotive irtcfiistry Financiitg Program {’'/yFP'): 

GM 

OVlAC 

Chrysler 

Chrvsier Financial* 

$49.5 

13.4 

14,9 

1.5 



7.1% 

1,9% 

2.1% 

0.2% 

"Automolive industry Support 
Programs" 

AIFP Total 


$79.3 


11.3% 


Automotive Supplier Support Program (“ASSP">: 

GM Suppliers Receivables LLC* 

Chrvsier Flolcfine LLC® 

$3.5 

1,5 



o o 

“Automotive industry Support 
Programs" 

ASSP Total 


$5.0 


0.7% 


Automotive Warrarrty Commitment Program rAWCP"): 

GM 

Chrvsier 

$0.4 

0.3 



0.1% 

0.0% 

“Automotive Industry Support 
Programs" 

AWCP Total 


$0.6 


0.1% 


Making Home Affordable (“MHA”): 

Countrywide hlorne Loans Servicing LP 

Chase Home Finance 

$5.2 

3.6 



0.7% 

0.5% 


Wells Fargo Bank, NA 

CitiMortgage 

GMAC Mortgage 

Other Financial Inshtufions*' 

2.4 

1.1 

1.0 

4.7 



0.3% 

0.2% 

0.1% 

0.7% 

“Homeowner Support Programs” 

MHA Total 


$18.0 


2.5% 


Subtotal ■ TARP Expendrturas 



$441.0 

63.1% 


TARP Repayments' 



$f70.3l 

(10.01% 


Balance Remaining of Total Furtds Made 

Available as of 6/30/2009 



$328.0 

46.9% 
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0! it^ssuiyKiscornmAedbispHidis^., signed ^leemsflEsy^l^lPftiidrecipiMSs). 

: two Ci-mweslmems tcta&ig S25 bilSoo, irfisch isttesisnrf SiSbaiontecewedon KVSS-^OOSand SiO bffici receiwd m 
iiirtls pursuant to Ttlle VS, Secbcn ?u01!g5o{Sie-AB>efB«nR*cov8iya«tRefive^ent Act ot 2009. 

115 f'C’rls ! tnckids ali QRs that ha» iwaived .less than SIO MNon shreti^ CK*. 

9i9:cuD un<!«r AQ-: heaever, Ssis fundiig is ccncKional bassd on kisses and msf poterdsa^ raver be espsnded. This .ui 

sier Tnai>£i^||epres9i9s1hema»num toanamoint. ThisSl.5 bAicai has not been !u^ expended because the be tundei 
cie r&’V^cie.atedPy Siemaix^airer. Babrae leptesMs the magnum loan amounl, which wiS be fisided jncremef^atn 
le recerved less then SI babon Uvough ffitA. 

I I bfeira dAIFP loan reo^ents(Chry^-nna!ciai)toUi SI 30.8 mSiw. 



ation«c!. F-,!.. I iO-343. 10.''i'2008: Liiray Confess, ’AJoint.ResoiufenRrfe&igto theOisai^ovalirfObSgationsuidef Ii5» £mc-i\, n.) E 'll!. s n 
maskic.gou. accsssedl/‘»,'2009:H9lpiigfarBiB8sS»ernslf HoiaesArtof 2009, P.L lil.22.S'^'2iXi9;T(ea5ur/. T nsj. x-Ln-.. k!p \ 

tfe'.'or!snr<YisacionsHepoft 0/02094x8. accessed 7/’6/2QCe: Tieastey. response to SIGSW dSa cai 7/8.'^39. 


FIGURE 7,? 

^ Y " tRIhV 
" F ^ 6 




■ 




T( T«?P Baionce 

R , . iditLTRs Repayments Remaning 


2.4 



Note: Nunibei's sllected by founding, 

Sources: T'reasuiy, Tranjaetions Report, TATOOS; Treasuy.resxawetoSIGTMyda&cail, 7/S/20CQ. 


Notes: Numbers jHectsdby mundiiig, 

' As of &i'30/2<»9. S70 .1 What of CF*P funding had been repaid, 

‘‘ As of S/30/2009, SI 30.8 million of nrincipal payments raiated tP AIF'P 
loans (Chryslw Financial) had been repaid. 


Sources: Ireasiay, Transaefioiis Ifaport. 7/2/2009; Trsasin y, response to 
SJOriWP data caS, 7/1/2009. 


FIGURE 2,3 

f X! ! MllllJkf S {i^ '-UMUAm. 10/2008-6/2009 



KTaF 

iS ssn 


>As . . . iiej 

fen(Ww”s*Ti»woiV]wStsr*^ 


I SBT/»' <tsa cal //SCZOOP, 
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TABLE 2.3 


EQUITY AGREEMENTS 




TARP Program 

Company 

Date of Agreement 

Cost Assigned 

Description of investment 

CPP •■■■ Public 

282 QFIs 

10/14/2008® and 

$199.1 billion 

Setror Preferred Equity 

Ctxnmon Stock Ptirctiasc Warrants 

CPP- Private 

331 QFIs 

11/17/2008'* and tetw 

$3.8 tallion 

preferred Equity 

Preferred Stock Purchase Warrants titat are exercised 
immerSately 

SSFi 

AIG 

4/17/2009 

$41.6 

NorrCiimttotive Preferred Equity 

Camion Stock Purchase Warrants 

ssn 

A!G 

4/17/2009 

$29.8 morfi 

NofvCumuiabve Preferred Equity 

Common Stock Purciiase Warrants 

TIP 

Citigroup 

12/31/2008 

$20.0 baifon® 

Trust Preferred Securities 

Warrants 

TIP 

Bank of America 

1/16/2009* 

$20.0 Mk>n 

Senior Preferred Equity 

Warrants 

AIFP 

GMAC LLC 

12/29/2(.X)8 

SS.Obiifioii 

Senior Preferred Membership Interests 

Preferred Stock Purchase Warrants that are exercised 
immediately 

AlfP 

GMAC LLC 

5/21/2009 

$7.5 tMlNon 

Mandatoriiy Convertible Preferred Stock 

Preferred Stock Purchase Warrants that are exercised 
immecfiatefy 

AiFP 

GMAC LLC 

5/29/2009 

$0.9 biiSon 

Common Equity Interest 


M rfate'd CPP ^/htc’Temi ShMl. 
owicsmoiit ilate ot CCP Pr^ate Tbkp Sheet. 


>d Stock (cillentt on U/2V2008) for NonCumulative Fy^erred Stock, effwtively cancelling ttw sngiul S<10 Ijil 
" Citigroup escliangact its ^20 billion Senioc freforrecl Eoiilly lobtwrexl or 

' Cats asd Traasijt^'s 1/27/2009 Transactions Report. The Security Purct^se Agreement has oiiate of 1/1 V2009. 


kiwistnwnt. 
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Investment information 

Orvideiids 

Term of Agreement 

1% - 3% of risk- weighted assets, ttot to exceed $25 bISon for each Qfi 

5% for first 5 yeas, ^ thereafter 

Perpetual 

15% of senior oreferred amount 

_ 

Up to 10 years 

1%- 3% of risk-weighted assets, not to exceed $25 bitton for each QFi 

5% for first 5 yeas. 9% thereafter 

Perpstoal 

5% of preferred amount 

9% 

Up to 10 years 

$41.6 billion aggregate liqiiidation preference 

10% 

Perpetual 

2% of issued and outstanding common stock on investment date; $2.50 
exercise price 

- 

Up to 10 years 

Up to $29,8 billion aggregate liquidation preference. As of 6/30/2009, the 
aggregate liquidation preference was $1.15 billion. 

10% 

Up to 5 years 

1 50 comnton stock warrants outstanding; $0.00002 exercise price 

_ 

Up to 10 years 

$20 billion 

8% 

Perpetual 

10% of total preferred stock issued; $10,61 exercise price 

- 

Up to 10 years 

$20 billion 

8% 

Perpetual 

10% of total preferred stock issued; $13.30 exercise price 

- 

Up to 10 years 

$5 billion 

8% 

Perpetual 

5% of preferred amount 

9% 

Up to 10 years 

$7.5 billion 

9% 

Perpetual 

5% of preferred amount 

_ 

Up to .10 years 

This equity Interest was obtained by exchanging a prior debt obtigatiiM) wifo 
General Motors. See “Debt Agreements' tafcte for more information. 

- 

Perpetual 


Sources: Treasitry, Trattsecliws Reoort. 7/2/tV!9; Troasuiy, 'TARP Capital Pinthase Program Pisnerattv, Senior Preferred Stock and Warrants. Suremary of Senior Preferred Terns,' 10/14/2008; 
Treasury, "7ARP Capital Piirciiasa Prograw A8'k*"i®MTNi>n-Pu»c QFte.extkrfngSCorpsa^^aalOtBatKatiotisIPi^rred Securftes.^rnaiy of Warrant Tettns,' U/1 7/2008; Treasury, "Securi- 
ties Puichase Agrscnienl dated as of f*>/eniber 25, 200S between AniericatriitBmatioial Group, he. and United States Department of Treasury," 11/25/2008; Treasury, "TAPP AJG SSFl Irarestment, 

Sertiui' PreleiTsd Stock and Warraril, Smunary of Serwr Preferred Terms,' 1 1/2V2008; rressuy/Seanit'res Purchase i^iv«nent dated as of January 15, 2009 between Citigroup, inc. and UnAect States 
Dthiwrlirent of Treasury," J/1 5/2009; Treasury. "Citigrpirp, he. Swrmary of Terms, tligWe Asset Guarmtte,' 11/23/20(9; 'Securhes Purchase Aaiwment dated as of January 15, 2009 between Bank of 
America Corporation and Linitert States Depaitnrent oHreasury," 1/15/2009; Treasrrryi'BankofAmenPaSutimaryrjf Terms. Ptefetrsd Securities,' 1/16/2009; Treasury, "GMAC LlC Automotive Industry 
Financing Program, Preferred Membership hterests. Sumrrrary of Preferred ferms." li/2ft'2008: Treasury, response to SIGTAftP data call. 7/13/2009: Treasury. "Factsfieet on CapAal Purchase Program,'' 
3/.1 7/2009, 
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TABLE 2.4 


DlpAGRiEMENTS 


TARP 

Program 

Company 

Date of 
Agreement 

C<st 

Assorted 

Description of investment 

CPP- 

S-Corps 

36QFIS 

1/14/2009* 

S0.4Mlkm 

SerBor Siiwrdinated Securities 





Serw Siiwrdinated Security Warrants that are e> 

AiFP 

Genera! Motors 

12/31/2008 

$19.8 baScm*> 

Ddrt C&Bgatkm with Warrants and Addrtionai Note 

AIFP 

Genera! Motors 

1/16/2009 

$0.9 b«fon 

Od)t C»)Hgatton 

AIFP 

Chrysler 

1/2/2009' 

$4.8 baSon^ 

D^t Ctofigation with Additional Note 

AIFP 

Chrysler Financial 

1/16/2009 

Sl.SMhon 

D^t CXjligation with AddiBonat Note 

AiFP 

Chrysler 

5/1/2009 

$3.8 WiBon 

D^t Obiigaton with Additional Note 

AIFP 

Chrysler 

5/27/2009 

$6.6 bHbon 

Debt Obligation with Additiorrat Note, Equity Interest 

AIFP 

Genera! Motors 

6/3/2009. 

amended 

7/10/2009 

$30.1 Mlion 

Debt Obligation with Additional Note 

ASSP 

GM Supplier 
Receivables LLC 

4/9/2009 

$3.5 billion 

Debt Obligation with Additional Note 

ASSP 

Chrysler 

Receivables SFV LLC 

4/9/2009 

$1.5 billion 

Debt Obligation with Additional Note 


Ni5t«s; Numhsrs 5ff«cl«rt hy iwrttlins. 

' Aiinouncsmsnt dots of CPP SCorporafion Tpm Shew. 

*■ Amount includes AWCP commitmerts. 

■' Oaf» J3 of Treaauty's l/27/7D09T snsjelonsffepofl. The Secisitf Purchase Affeement has a date of S2/31/20C®. 
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Investment Information 

Interest/ 

Dividends 

Term of 

Agreement 

Each QFi may issue Senior Securities with an aggregete amount of 

1% - 3% of its risk-weighted assets, but not to exceed $25 bSSon. 

7.7%for fffst 5 years; 13.8% thereafter 

30 years 

Treasury wilt recewe warrants to pwchase ai amount eque^ to 5% of the 
Senior Securities purchased on the date of irsi'estmenl. 

13.8% 

10 years 

This ioan was funded incrementally; $4 biliiwi funded on 12/31/2008. $5.4 
billion funded on 1/21/2009, $4 biilton funded on 2/17/2009. Si4)se 
quently. this loan was tlien amencied; $2 biBion on 4/22/2009 and $4 bMbn 
on 6/20/2009. In addition, on 6/27/2009, $361 mffion was set aside b an 
SPV for the AWCP. 

LeOR-^3% 

12/29/2011 

This loan was exchfinged for a Dorbon of GM's ownmon ecjifty Merest m 
6MAC Li.C on 5/29/2009. See *E nutty Agreements'’ t^le for more 
information. 


1/16/2012 

Loan of $4 billion; additional note of $267 million (6.67% of the maxknan 
ioan amount). Subsequently, this ban was then ameiKJed: $5(X) mglon on 
4/29/2(X)9, In addition, on 4/29/2009, $280 miion was set aside in an 
SPV for the AWCP, 

3% or 8% (if the con^any is in default of its 
tams wider the agreement) pius the greater 
of (a) dweefliortti LIBOR or (b) I.I80R floor 
(2.0%) 

1/2/2012 

Loan IS hjfided incfemenlaily at $100 rrsllion per week; addihon^ note is 
$75 million (5% of total loan size), wi«ch vests 20% on cbsing and 20% on 
each anniversary of closing. 

L©0R + 1% for first year 

L©OR + 1.5% for remaining years 

1/16/2014 

Loan of S3 billion committed to Clwyster for its baikruptcy p«aiod. St4>se- 
quently, this ioan was amended; $757 mSIbn was added on 5/20/2(X)9. 
Trea.sury funded Si ,9 billion during bankruptcy period. The remarrbg 
amount will be de-obligated. 

(i) the greater of (a) LIBOR for llie related 
mta’est period or (b) tv/o percent (2%) plus {«) 
three and five-tendis percent (3.5%) 

9/30/2009, subject to 
certain conditions 

Commitment to New CarCo Acquisition LLC (renamed CN^sfer Gro«) LLC 
on or about 6/10/2009) of up to $6,642 biBion. The total ban amoutrt is 
up to $7,142 billion including $500 milibn of debt assumed from Treasmys 
1/2/2009 credit agreement with Chrysler HolcSng LLC. The debt obBgations 
are secured by a first-priority lien on fte assets of New CarCo Acquiation 

LI.C (the company that purchased Chrysler lL.C's assets in a sale pursuant 
to Section 363 of tiie Bankruptcy Code). 

For $2 biKion; (i) the Euroctollar Rate, pius (ii) 

(a) 5% or. on bans extended iwst tlie original 
mahrfly date, (b) 6.50%. For $5,142 billion 
note: (i)the Eurodollar Rate plus 7.91% and 
(ii) an addttionai S 1 7 miRion in P1K bteres t per 
quarter. For other notes; EuroctoBar Rate plus 
7.91% 

For $5 billion note: 
12/10/2011; provided 
that issuer may extend 
maturity for up to 
$400 million of princbal 
to 6/10/2017. Forottier 
notes: 6/10/2017 

Original $30.1 billion funded, Amended ban documents provided ftat $986 
million of the original DIP loan was left tor tlie old GM. 

LIBOR + 3% 

Originally 10/31/2009, re- 
vised to remain outstand- 
ing during the pendency of 
the liquidation 

Original loan amount was $3.5 blion, l>Jt it was decreased permanently to 
$2,5 billion on 7/8/2009, 

{() the greater of (a) LIBOR for the related 
interest period or (b) two percent (2%) plus (ii) 
three and five-tenttis percent (3,5%) 

4/9/2010 

Original iwin amount was $1 .5 biilton, but it was decreased permanently to 
$1 billion on 7/8/2009, 

(i) the greater of (a) LIBOR fw Hie related 
mferest period or (b) two percent (2%) plus (ii) 
three and five-tenths percent (3.5%) 

4/9/2010 


SoLirccs; TreiisLit^. loan nid Security Agnisment By and Between General Molsre Corocrstot es Bairower and The UnrUd States 
Depaitmeiit of Treasury as Lender Datetlaso* Decembers!, 2008," ia'31/2008. Tteasny.tJerteralHolOfsConKtalwi (nclicatiws 
Simmary oFTemis for Secured I'erra Loan Facifiy,’' .12/lS>/08;Tre!isu(y, 'General Motors Promissory Note,” i/1 6i/20<®: Treasury. 
"I.asm and Security Agreemera 1^ and Between Chrysler HoHne LLC as Borrower and The Unied States OeMrSnent of treasury as 
Lender Date [I as of December 3i , 2008,’ 12/31/2008; Ireasory. -ChryAt. krfeatiw Sunmaiy (rfTams for Secwed Term Loan 
Facility, " 12/19/2008; Trensury, “ChryslerLBRBtetiiabler.TiusiautomotivehdusL'yFeHncingfegfam, Secured Term Loan, &nmiary 
of Terms," 1/16/2009; OFS, response to SKITABP draft repcrl, !/30/2009:Tte3siHy, Transachoos fieport. B/SOrilBS: Treasury, 
response to StGTAPP data call. 7/1X^009; Treasury, "Fact Sheet cn Capital l^rchase Program,' V17/a>09: Treasury Press Release. 
'Treasury Releases Capital Purchase Progntm Tomr." 1/1<V2CI09-, Tieaswy.'TjMS' Coital Pieshase ftogram (Subchapter SCcfpora- 
tion), Senior Securitias, Summary of Terms.' .1/14/2009. 
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lARGiEST POSITIONS JN WARRANTS HElDBYlyEASWrf.BYifflOGRAa^ 


Participant 

Transaction 

Date 

Stock ftice 
as of 
TransacticHi 
Date 

Numb^ttf 

Vlfarrants 

^rtstanding 

Strike Price 
as Stated 
in the 
Agreements 

Stock Price 
as of 
6/30/2009 

in or Out 
of the 
Money? 

Amount “In 
the Money" 
or “Out of the 
Money" as of 
6/30/2009 

Capita! Purchase Program {"CPP’): 

i.iiii'iin/n 

m/2%/2(m 

$13.41 

210.084,034 

$17.85 

$2.97 

OUT 


Barih 01 America 

10/28/2008 

23.02 

73,075,674 

30.79 

13,20 

OUT 


Batik of America 

ly'9^009 

12.99 

48,717,116 

30.79 

13.20 

OUT 


Wells Largo 

10/28/2(X38 

34.46 

ilO.261.688 

34.01 

24.26 

OUT 


JPMoroao Chase" 

10/28/2008 

37.60 

88,401,697 

42.42 

34.11 

OUT 


Morgan »antey" 

10/28/2(X)8 

15.20 

65,245.759 

22.99 

28.51 

!N 

5,52 

Systemicafiy Significant Failing 

Institutions (“SSFI") Program: 

AIG*’ 

11/25/20)8 

35.40 

2,689,938 

50,00 

23.20 

OUT 

(26,80) 

AIG*^ 

4/17/20)9 

32.40 

150 

0.00^ 

23.20 

IN 

23,20 

Targeted investment Program (“TiP"): 

Citigroup 

12/31/20)8 

6.71 

188,501,414 

10.61 

2.97 

OUT 

(7.64) 

Bank of America 

1/16/2009 

7.18 

150,375.940 

13,30 

13.20 

OUT 

(0,10) 

Automotive Industry Financing 

Program (“AIFP”): 

GM 

12/31/20)8 

3.20 

122.035,597 

3.47 

1.09 

OUT 

(2,38) 

Asset Guarantee Program (“AC^): 

Citigroup 

1/16/2009 

3.50 

66,531.728 

10.61 

2.97 

OUT 

(7,64) 


Notes: Numbers oftected l>y rotindiig. 

' These institutions repaid their CPP funds pursuant to Title VII, Section 7Cl01[g)o5 the Ameiieen ReccesnrandRsseresenentAttot 2009. Treasury sia holds these wan ant.s in its portfolio for tliese 
institutions. 

■’ AO warrant and stock data for AIG are based on the 6/30/2009 reverse stock spbt ofl br 20. 

'■$0,00002 strike price, 

Sources: Treasury, Transiidion.s Roporl, 7/2<'2009; Treasury, response to SI6TARP rialo eaB, 7/V2009:CopiliillQ,he.(admsionof Starvdard&Poor'sLwww.capJalrQ.com. 


TABLE 2.6 


DIVIDENO AND INTEREST PAYMENTS. 
BY PROGRAM (S millions) 

Program 

Amount 

CPP 

$5,254,7 

SSFI 

TIP 

1,128,9 

AGP 

107,6 

WFP 

361,3 

ASSP 

0.7 

Total 

$6,853.2 


•Notes: Manbers affected by romdins. Data as of 6/3{t’’2099. 
‘hciudesAVfCP 


Source: Tieasuy, response to SluTARP d^ cal, 7/9/2009- 
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FINANCIAL INSTITUTION SUPPORT PROGRAMS 

Ir isiin Lie iUii h\ t l ARP progrants that involve investment of capitiil orguaran- 
Ut t)i iNStis in Ktuin lor equity in financiai institutions. Two investment pro- 
s:.rams. the t apn-ti Purchase Program C'f 'PP ') and the Capital .Assistance Program 
I („\P !, arc open lo -ili qualihans Iniancia! institutions (“Ql'Is''). The other three 
programs, the Svstenncallv Sigmlicant Fading Institutions {"SSFl'') program, 
ianioteti ln\’esl?nenl Program ( 1 IP h and .Asset Guarantee Prc^rnni (".AGP”) are 
mad<i av.'ulablc on a casc-by-casc !>asis to specific institutions needing ejKcqjtional 
assislance above that ofCPPand C-\}^. 


iv FiT n 1 ■■ 

JvTisOi.PnvateYand piiilic U.S.-com.: 
trolfed-bantev'savings associations, ■ 
vbarttJWtfrjgieompantes: certain -c 
/s^m&s'aM'lb'ah'fioiding'CW^ 
and mutual organizations 


Capital Purchase Program 

Irt'asujy currently antitapates that S2 18 billion of CPP T.ARP funds will eventually 
be imcsled in Ql Is, which include pnV.ite and public U.S.-controlled banks, sav- 
ings associations, binik holding companies ("PHCs”'; (including insurance compa- 
nies orgiini/etl as Bli('.s), cerlain sasings and loan holding companies ("SLHCs",!, 
.miiluid banivs. and mutual holding companies. .According to Treasutve the intention 
of Cd*P is to invest in healthy, xiable banks to promote financial sfabilityy maintain 
confidence in the fitumcia! system, and j^ennit iiTstitutions to continue meeting 
the cr<jciit needs of American consiiim'rs and businesses. ““ For a summary of the 
clislribution of GI'P funding by {.vtrlici|)ant — not including any repayment — see 
Figure 2,5. 


Program Updates 

C’PP oj^eralions Itave remained similar to what has Iwen oullitted in SlGlAHP’s 
Initial Report and April Qiiarteriy Report; howesor, on April 7, 2009. freasury' 
amiounced ati e:i(tetision oi' the pntgram to nniluai holding companies,'*’' and, one 
week later, it released a program tenn slwet for mutual l>iml<s.'*'' Oit May 15. 2009, 
'i're.'isury' announced an expansion of GPP known a.s "( '.Pr* for Small Bat>ks." 


;«Tat.'Controfs.a.bank. Typically, :a. company ' 
controls a bank tbrough the ownership of 
25"i or more or its vohng securities. 

oS A company (other than a BHC) 
ftat controls a sayings associafion. 


.M«tualB.ink.s: Depository institutiansihaltl 
are owned by their depositws’and cfo not_ 
haveahoWhigeornpatiyaWctatedwiai : 


Ms!htarr4’dH^Campati,.Abankorsavmgs I 

andloanboldingcompanythatispartofa '1 
mutual bai* that is owned by depositors, ] 
dstributes income in proportion to the ' | 

the company y;,,, , i 


FIGURE 2.5 

CPP EXPEHOSTURtS, BY PARTiCiPANT, 
CUl^ULATIVE'^ 

5S?iilOTS,%orS^3.2£>i)!!Otl 


Other 

ftisffiiitwos 

$S3.2 


ChasK 

SI’S.O 



Not*s: Numbers offecteci by raindiiig. Data as of 6/30/2009, 
Ba* of fljiMitica »■ Sanli; of Antrica Corpoiatoti; JPMoigaii Ohass = 
JPMocsen Chase & Co.; Walls Faiso s Wols Fargo .v;cl Coiapai'y; 
C<igioup« Citigroup r>c.; Gokiman Sachs ^The Goldman &ir:1'is 

'S203.2 biliuii temssents total CF"? funds eKpsiidad balora any 
CPP rewjsnents. JPMorgan, Goldmait Sadis, Morgan Startlay, 
and some other institutions Ivive repaid dieir TAKPfLincIs under 
CPP. 


Source: Treasury, Transactron.s Raporf, 7/2/2009, 
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I, nw< nino’>ll,o(PP 

loflu 'lu.uiUK -s )J.rioSK,j;AKPs 
'llhpnU S.c(,o» S = 

Imvh’iiifitUiUoii aiii! .'Vhuiiiislriilioii." 


T^LE 2.7 

KEY OATFS AND DEAOllNtS I OR Cl^^pLiCATlON PR(Ki^, 


BY APPLICANT CATCGORY 



Type 

Announced 

Date 

Application 

Deadline 

Number of 
Participants 

PuWiclyHekP 

10/14/2008 

11/14/2008 

282 

fThiateiy 

11/17/2008 

12/8/2008 

331 

"S" Corpor^n' 

l/i4/^9 

2/13/2009 

36 

HAjtuaf Oigarizations^' 

4/7/2009 

5/7/2009 


HMual Bartts® 

4/14/2009 

5/14/2009 

— 

Stnal Bartts' !< SBOO mill 

ion tft assets) 5/13/2009 

11/21/2009 

]02 


Motes: PrKtals QFts are those that are iwpoblic QFIs, excWng S CornoratKRS andmUuai oiganjatajos. 

' Treasury, ■Treasury Annsinses TAIS’ Catiw ^rthase Progrsn OescRptkR,' 1(^14/200$. v.Y.w.ireas gov. accessed 1/22/2009, 

- Treasury, "ftoeesi Heated FWJs for Prtrae Bank CtpitalftirthasB Pic^'am.’nodale, wmy.lreassov accessed 1/22/2009. 
Treasury, ‘S Co^or^ion BWJs,' os date, sww.traas.gov. accessed 1/22/2009 
Treasuty, ‘Process Related FAQsfor KteCapiiPundsaa Propam, ftitual ItoWrtgConipaiy FAQs. 4.7/2009, 
vfsvw.SrwncisfetabSte.gtw. accessed 4/7/2009 

Treasu7. ‘Traastey Releases Capkal Purchase Pt^rom Tenn Sheet for Mutual Banks.' 4/I4..'2009 . WA.financicIstal'ilSy.gov. 
accessed 6/1/2099. 

Tre»i7. ■Remarks I9 Seereta^ GeSmer Before the M^errcient ComrounSy Bankersof America Annual Washington Policy Summit,' 
5/13/2X19, Biww.6iwcia!5tabiSy.^. accessed 6/i..'2009. 

•This nunbernHades pubscly hekl nSiuUws. )»i»3»|y h^ii^Mions, avJ 'S’ Corps. 


In addilion. on May 14, 2009. insuntncc companies that organi/xtcl themselves 
iin(U‘r the terms of a Bf!C: and a|'^>Hed ivithin the initial itpplicalion window were 
granted preliminaiy approval to jiarticijaaie in Ihc apjylication proettss (or 

these (jiialiliet! financial institutions is the siiim^ as the process for the previously 
funded Qf Is. Kaw dales for each ivix; of institution t hat: lias or may tijiply lor CPI’ 
funding are outlined in Table 2.7. 

Unique term sheeis pro\idc ('PP guidance for these throe types of mut ual hold- 
ing coinpitnies: 

• piil>!icly inidcd. subsiding' holding eotnpiinies 

• privateK' held, mid-tier subsidiary holding comiianies 

• tojy-ticr. mutual holding compatiics that tio tiot have siibsidiaiy holding 
companies 


S-i-- '-.'l- Adebtoreqoity 
sscuf.ty that has a higher priority over 

Theamourtof 
a bank's total assets after ?q3p!yiiig an 
appropriate risk factor to each asset, 



Ihe lenns for the publicly traded and prK-ately held subsidiaiy lioidfng coin- 
pjtnies are similar to thfwe of public and private coqiorat ions receiving preferred 
shares anti warrants currently under C'd’IU* 

I'or its (.’PP investment in mutual batiks and mutual holding c()m|.iimios, the 
Coveniment will receive senior securil.ics that airry a value cciual to and not loss 
than 1% of tlie recipient linn's ri.sk-weighltHl assets an<l not more than S2s billion 
or 3% of the recipient firm s risk-weighted assets. I his is similar to the amount of 
preferred shares that are received by Irwisuiy from )>anici{>aling public cnqiom- 
li»>ns. llie senior securities have a maturity o( 30 years and cans' interest rates of 
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7.7% foi’thc first fivo j’Ciirs i»n<I 13,8% for their renwmiHg life. Due to the differing 
tav sirucliires ol' imitiiei organizalions, these inieresl rates aj^raxiroate the eeo- 
Tjomics cii the an<l 9% diNidends required lor nrany other CPP pari icipatjis, in- 
cluding the publicly held HMC'.s. just as it does with .a private company' under Cl’P, 
IVeasury will receive waiTanis t o ptirchase senior securities equal to “ii? of the value 
of the (!'PP iuvestnienl:.^^ Additionally, on M;iy 1 3, 2009, the Treasuiy Secretary 
announced thiit t he CPP £i]ipliciiti«5n window woiikl be re-opened for banks with 
assets under $^00 million until NoveinlH’ir21, 2009,^® According to IVefisury. it will 
be using the rejsaymcjits of some of the brigesl Iwmks to fund this expansion, which 
will pomiit small lianks (:f> receive an amount up to “?% of their risk-weighted assets. 
These increases apply Co all QFls with assets under $500 million, including public 
and iirivrtte corjjorations, S ccirponriions, and mutual institutions.^' 

Status of CPP Funds 

As of June 30, 2009, Treasury had puK-hast'd $203,2 billion in preferred stock 
and suijordinatod debentures Irom (>49 different Qfds in 48 states, the District of 
Ckylumbia, and Thterto Rico, (dosings for (T’P purchiises generally- occur each week 
on iTkkiy, and infonnation reganling the tr;msacli<nis are itokIc publicly avaikible 
by the following Tuesday'. For geographical distribution of all the QTls that have 
received funding see Figure 2.6. For a full listing of CT’P rtH;^ients, see 
D; “''Ifanstiction Detail." 

Although the original ctgiu largest invesimi'nis accounted for $134.2 billion of 
the program. (' I’P lias also liad irurny more motlest investments: 30 1 of 649 recipi- 
ents received $K) million or }e.ss.^- lable 2.8 and 'fable 2.9 show the dislrilnitbn of 
the investments by size. 


TABLE 2.8 


CPP ORfQINAL INVESTMENT 
SUMMARY 


•j'.- - . 


Snialtest Capital Investment 

$301,000 

Average Capital Investntent 

$312,1 Million 

Median Capital investment 

$11,8 Million 


nuralMrt arp tiiisect on total Treasuty CPP invostment 
since 10/28,''200a. Bonk ot America Coruor.’itkvi and Sun- 
Trust Banks, (nc., eaci' rsceivjicl invtslmonts in two soparaw 


Sources: Treasury. Tr/Bisactions ffepwl 7/Z/2009. Treasury, 
response to SKTAflP tfraPt repoil 7/13/2009. 


TW5LE2.9 


CPP ORIGINAL INVESTMENT : 
SIZE 


$10 Billion Of More 6 

$l Billion to $10 Biiliofi 19 

$100 Million to Si Billton 

56 

Less than SiOO Million 

568 

Total 

649 


Notes- Data as of 6/30/2009, These numlwrs are Ijassd on 
tots Treasuiy CPP iwestment since 10/28/2006, Bank of 
Aaisnca Corporation and Siin'l'nist Banks, Inc., each mceiveci 
eiucsanicnts in two separate transactions. 

Source-. Treasury, Transaettons Rstfo-t 7/2/2009. 
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i rii nil' I ii'iii I ?, '»/!! 01/ ('PP rfpa%-~ 
nil II s. t S'l III 2 ' i \/iP Oi.'t'n'Kni-''m 
Sf(./ \P/'s 1/ OmU(i-h Report. 


Y Af C^eof' 

: 2) Board of Governors of U>e Federal - 

3') Federal Deoosit Irsisrance ' 
Corporaftoa 


Repayment of Funds 

Accordii^ to the CPP contracts between Treason' and I he institutions, banks 
ts-ere not permitted to repay their CPP funds, subject to certain iiniiialions. witliin 
the first three years; however, dtis portion of the agreement was changetl Ijv the 
enactment of the '\merican Recovers' and Reinvcslnictit Act of 2t)l)ST t, AHHA ). 
which required Treasury to pennit financwl institutions to repay tire capittfl miii- 
sions, subject to their consultation with the appnjpriatc i-edi t d b t.d n \s,. m \ 

{“fW).” 

Institutions seeking to buy back their prefcrred shttres, in essence repav their 
lARP funds, must meet the standards required by their respecfiye banking supervi- 
sor. According to Treasury; FBA su|>eryisors will detennine if the interested CPI’ 
recipient has sufficient equity' without the<.',PP funds, an ainlity to lend, and a 
comprehensive interna! catatal-assessinciu process- On June i. 2009, the rcdcivil 
Resen-o announced additional specific criteria that it will use to revievy anv' rcipiosi 
for re}»yinent of CPP hinds from the top I Si Rl ICs included in the Supervisory 
Caipital Assessment I’rt^^ram ("SC.AP") proces.s;’^ 


FIGURE 2,7 

IJNDS 

lEPAlD, 

8Y QUARTER 


S203.2 



Q42008 <212009 022009 

M Cf’F tiinds Oiitstaiiiiiiig at (Jssatler's End 
CPR fluids Rnnaid at Quarter’?. EjicI 


Note; NiKPbersattocted by rounding, 

Source; Treasury, riansscticins Report, 7/2/2009, 


• fulfill its role as an intermediary' to jvrovide lending to creditworthy households 
and businesses without T-ARP capital 

• maintain levels of capital consistent with sujiervisory expectations 

• serve as financial and managerial supjxirt to its subsidiaries 

• be able to access equity on the private maikcts 

• meet it.s obtigjnions and lending without reliance oti FDICrs leinporary 
l,i<|indity Guarantee Program {'’Ii,,GP") (l or more infonnation on this prognim, 
see ■■'i ARP in ( lontext — Other Govcmmonl I’rograms Vo Assist: the I inancial 
•Sector," in Section 3 of this re|X)rt:.) 

• cany a capital level necessary to meet: the more adverse economic sccntirios 
under the SC' AP testing 

l or further details on SCT-VI’. tt'fer to llie “Gapital Assistance Program” discus- 
sion later in thi.s section. 

.As of June 30, 2009, 32 banks had repurcluised their shares irom'IVcasury. 
rmasuty has received $70. 1 bHikin in princijxil and ftn adtlitional $316, 1 million 
in accrued nn<l unpaid dividends.^* Figure 2.7 shows the amount of (iPP funds 
otit-siandiiig. adjusted for repayments. For details of sh/ire, repurchases conducted 
tis of lime .30, 2009, see .^itpcndlv 1): ‘Transaction IXitail," 

Repurchase of Warrants 

i'o maximize tlve benefit to the taxpav'cr. Fi.USA mamiaiod that Ire.'isury receive 
warrants when It invests in troubled assets. 'Ibe vwtrrants for ])ublic!y traded institu- 
tions provide Treasury’ the right to purchase shares of common slock, or, in the case 
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of non -publicly tnicied inslitui ions, preferred stock or debt at a fixed price.” Under 
C.Pl*. the nnrranis expire in i 0 years. .As of June 30, 2009, Treasury had not exer- 
cised its right under the warrants to purchase common shares in any of the pubjic 
institutions i)ut had dotio so for non-public institutions.’® 

With institutions bogitining (o rejwy their CPP funds, the U.S. Government has 
cL'irilicd its treatmenl of vs arrant repurc-hases in various wav’s. Under the standard 
C:PP Securities Purchase .Xgreemcnl ("SP\") and ,-\RRA. publicly traded hW re- 
eipienis have the right to repurchase their warrants with |>roper notice to Treasury 
at the fair market value. Nr>n-pul)fie 1>VRP reorients have the right to rejHirchasc 
the prefen ed shares atid subordinated debt that Treasuiy took when it immediately : 
exercised lire warrant s at i he time their GPP transactions closed. /XRRA states 
that, foilowing the rojwymenl of I.XRP funtling, rreasun' “shall liquidate warrants 
associated with such assistance at the current market price.''“ On May 20, 2009, ; 

C'ongress ^xisscd the Melpittg l atnilies Save Iheir Homes Act of 2009 (Public Law 
-No. 1 ! 1-22), w hich amet^clcd the ARR,\ provision requiring Treasury to liquidate 
its warrants immediately upon l ARP repmnent. Specifically the j)hrasc "slutll 
liquidate" was changed to "may liquidate'’ — Indicating that Treasury has discretion i 
in deciding when it should sell or exercise its warrants. 

On June 26, 2009, d feasury announced guidance for the warrant rqmrchase ; 

process for publicly (racled instil ulions. If an institution wishes to repurchtisc vvar- 
ranl:s from Treasury, it inusl first take the foiltAving steps:®^ 

Step 1: Notificafiorj to Treasury with Determination of Fair Market Value 
Atiy instituticjn wishijig to repurchase its vvarnuUs must notifv’ Ircasiuy within 1 5 j 
da>'s of repayment of TARP funds.**^ According to the (.d’P SPA. the notification > 
must include the itumber of vrarrants to bo rqrurchased and the dc(crminati«>n of i 
lair Tnarket value lk)tn the boaixl of ifirceiors. Moreover, the board of vlirectors must ; 
be acting in good faith witli reliance on an "inelepcmlcnl invcsimonf banking fimi. ' j 
The indciTcmlcnt airpnn’ser must: rctinned by the lARP rccipieni and aj)provod ! 
by Treasury.'^*' ! 

Step 2: Treasury Evaluates Repurchase Offer j 

According to the. GPP SPA and the gukiance announcetl bvTrcasurv; rreasuiy will i 
have ! 0 days to evaluate the T ARP rcciivicnl's olTer of fair market value as ixxjuired ; 
by ARUA.'’^ According to Treasurv’, it will be using three different valuatioiv method- 
ologies to determine tnarkot values ol' live warrants;'''’ 

• market-price approach — I or those warrants listed on a securities exchange, 

tuiiTcnt market value is used. I lovvever, many of the warrants that Treasury 
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holds are ntM: listed on a securities exchange. In ihese cases, Treastirv^ vvili use 
market prices of securities «ith similar clwraclerislics to assess (he Tuarkei vaiue 
of the warrants. SecurUies with similar characteristics inciude Iradetl tx arranfs, 
traded options, common equity and securities listed !>% similar institutions, Ircasuiy 
has stated that it will be usir^ 5-10 market participants, such as iriveslinctit biuiks 
and asset management firms, to provide quotes on ( he value oi (lie vvarriiitts, 

• financial models — Treasurx' stated tlvrt it will conduct valuations based on 
well-known, common financial models, such as the hinftiniai ^ind Black-Schotes 
models. ITic models use various known inputs as well as assiimi>tions aboul tiie 
voiatiljt)- and dividends of the common slock of the institution lo calculate the 
vnlue of the warrants. To measure the volatility and assumjstions ol (he common 
stock, Ifeasury’ will be using a 60-day tniiling voialiliiy for (he pas( 1 0 yojirs of 
the common stock price. 

• third-party valuation — TrCfisury' will be using (he (hree asscl managcis tlaat it 
has hirt'd to manage X'\RP assets and other outside consultanls to assess inde- 
pentientiy the value of each institution's vvarranls. 

Step 3: Negotiation Period 

Should freasuty reject theXMlP recipient's repurchase offer, (he C',hicf Executive 
Olficer ("CEO'l of the lAPP recipieirl and a rcprescittativo of Ireasury shall meet 
lo discuss Ircasuiy’s objections to the valuation proposed by the lAlU’ recipient: 
and attempt to reach an .igrcemciit.*^ /Vs of June 30, 2009. all ol: the warrant repur- 
cltiiscs have occurred as a product of this negotiation periwl.** 

Step 4; Appraisal ^ocedure 

If, in 1 0 day^. no price is agreed iqx>n, either the institution or ’Ircasuiy may Invoke 
the “A|>prinsit! I^roccdure.” Ihis involves 'I'rcasury' and tlic I'AIIP rt>clpicnl: each 
ciioositigan independent, appmiser to agree mutually upon the lair ntiirkel; VTiluc of 
the w'arrants. If. alter 30 days, the two appraisers arc not able to agree upon a fair 
market value, t hen a ilrird indqrendent apjinuser Mali be chosen wit h the consent 
f)f the first two appRtisers.'” 1 he third apj^raiser lias 30 (kiys lo nvike a decision, 
and. subject to limilations — such as if one of the thren; valuat ions is significant ly 
dilTerenl from the otiter two — a composite valuation of the three ai^praisals is 
used to cslabtisb the fair market value.™ freasur}; and the institution will be bound 
by this price detenninalion, but frejisurv^ has slated that if t he recipient is not satis- 
fied with this price, it may withdraw its notification to repurcliase the warrants.^* 
Under the C’PP SPA, the costs of condiK;ling any appraisal proceduir "sliail be 
home by the Con^nu’"’* 

Alternate Disposition of Warrants 

If the institution and Treasury do tiol invoke the 'WppRiisal Procedure," or if the 
institution decides not to seek to repurchase its wiirr.ints, Ifoasun has various 



132 


i^ARTERLY REPORT fO CONGRESS i . 


options ;)s to liow it moiiitges these ins'estments over the ] 0-year exercisable penod 
— it may scli thctn, exercise them, or hold them as it sees fit to otherwise masimi7.e 
benetii to tlic taxjxiycrs, Wlien seiiing the warrants on the open market, Treasurx’ 
hrfs stated that it \\i!l do so through an auction process. As of June 30, 2009. gind- 
ance on this auction process has not yet Ireen released.” Ireasury has stated that it 
intends to liquidate the wairants of mslitiitions that have redeemed their CiPP pre- 
ferred siiaros (jiiickly.” While under the SRA, 'Ireasury also Iws the right to auction 
oO/f ol the warrants of (inaticial institutions that have not yet repaid l ARP funds;- 
as of June 30. 2009, it ttad not <!onc so. 

As of June 30, 2{>()9, I i hanks had repurchased their vmrrants for a total of 
S IH.7 tniliion, '’ while three jnisate inslitulions whose warrants were Immediately 
exercised info preferred shares hiid rcj'wrcltiiscd those shares fora total of 
$ I -6 million.’’ f or a list o( institutions, both public and prixate, that haw repaid 
ihoir i ARP funds and rejwrchased their warrants as of June 30. 2009, see Table 
2.10. I hese mstitulions are no longer part ofTARP. 

TABLE 2,10 


CPP WARRANT REPURCHASES IPUBUCl K MiuJONSi 

Repurchase 

Date 

Institution 1 

NurrAer of 
Warrants 
Repurchased 

Amount of 
Repurchase as 
of 6/30/2009 

5/8/2009 

OkJ National Bancorp 

813,008 

$1.2 

.5/20/2009 

Iheriabank Corporation'' 

138,490 

1.2 

5/27/2009 

FirstMerlt Corporalion 

952,260 

5.0 

5/27/2009 

Sun Bancorp, inc. 

1,543,376 

2.1 

5/27/2009 

Independent Bank Corp. 

481,664 

2.2 

6/1 7/2009 

Alliance financial Corporation 

173,069 

0.9 

6/24/2009 

First Niagara Firtanctai Group'’ 

953,096 

2.7 

6/24/2009 

Berkshire Hills Bancorp, Inc. 

226,330 

1,0 

6/24/2009 

Somerset Hills Bancorp 

163,0« 

0.3 

6/24/2009 

SCBT Financial Corporation 

303,083 

1.4 

6/30/2009 

HF Financial Coq). 

302,419 

0,7 

Total Warrants 

- Public 

6,049,860 

$18.7 

CPP WARRANT REPURCHASES (PRIVATE) (S MuiONS) 

Repurchase 

Date 

Institution 

Nun^er of 
Preferred 
Shares 

Amount of 
Repurchase as 
of 6/30/2009 

4/15/2009 

Centra Financial Holdings, Inc./ 

Centra Bank, Inc. 

750 

$0,8 

4/22/2009 

First ULB Corp. 

245 

0.2 

5/27/2009 

First Manitowoc Bancorp. Inc. 

600 

0.6 

Total Preferred Shares - Private 

1,595 

$1.6 


Ncites: Ni.itiiliers aff»ct«d by rouniting. D,-ita .iscf 6/3(g2003. Ths nM inctude ths S€0 million wsrmHi«p»Uas« by 
Cornoralion tiist occuersd cm 7/8/2009. 

'Tb<iS 0 imtiUitio'ts Induced ths origio! omens: of 'natrarf, ^iusd through a qualAsd 99% cfFeing. 

Sou'co; Treaoiiiy. Tiansocfcn.t Report, T/Z.^OOS. 
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Treasury Lending Snapshots 

Jrp.isun snapsliol*. were instituted in Januan' 200*1 as a means to track i>rogress 
toward the stated goal of CPP: “huitdinga capit<d base ol vial>le U S. financial in- 
stitutions, enablii^ them to continue lending to businesses and constinicrs during 
this unprecedented Bnanciai crisis and economic d<iv\nturn. Ireasiirv continues 
to measure the lending actirities of CIPP recipients b) peribnning both monllilv 
and (juartcrly data anaK'sis.^ There are currently two types of monthly reporis is- 
sued on CPP. OriginalKy the monthly intcnncdialion snapsiiots were condiicled for 
the 21 laigest CPP participants. In March 200*1, Treasury announced that it would 
require all CPP p^icipanfs to submit data fora ticw monthly lending report that 
tomplemtmls the monthly' intermediition sna|)shols. The first monthly lending re- 
port for all CPP participants was published on June 1 , 2009. and incltnled data lor 
l ebniary and March of 2009. A second monthly lending report with .April data was 
issued on June 19, 2009. Going forward, this rqwrt will be released around the 
20''' of each month.*® /\s of June 30, 2009, infonnation from the 21 largest Cl’P 
I>ijrticipsmts bad been collected and released through April 2009. 

April 2009 Monthly Intermediation Snapshot 

The most recent montWy intcnncdialion snapshot for the 21 largest CPP recipi- 
ents was releasetl on June 15, 2009, reiwrtingdata for the period of April 1, 2009, 
to April .30, 2009. The responses ibiiiul a decline in total new lending of 1% from 
March to April; the report also inciutlcd new informcitiott on smali-businoss lending 
thiit will be reported in all surwys going forward. TVciisuiy reviewed and analy/etl 
the data and came to the following conclusions:*' 


• (^^lonsumer lending levels decreased as a result of a weakening labor market and 
declines in houselvold wealth. 

• Commercial and inclusiriat lending was re|>ortedly “well below norma! levels." 

• Banks reported S267 l>illion in outstanding sniiill-business lo/in balances, with 
S8 billion in smail-business loim originations over the month, 


I'br THorr i»j/rw!»nfioa o« ihc Capital 
AsshKiiwe Program, refer to S.Kj’TAftPSi ; 
April Quarterly Pepon, Section 2: 

■TARP Overview." 


Capital Assistance Program 

On February 10, 2009, Treasuiy announced the Capital Assistance Program 
(“C‘\P").®^ The C.AP pnK;ess has two twiin steps ('or the. 1 9 latgest: BMCs (all other 
Qf is need not particijwtc in the (irsl step l)ut htivc (ho opti{>n to participate in ( he 
second step):*^ 


a “stress test" (also known its the Supervisory' Capital Assessment IVogmnt 
(“SeVAP")) to evaluate the 19 largest HI K.;s' capital levels for thdr ability to witli- 
stand at» ,idv'ersc economic scenario 
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• an .')p]>licalk)n to Ire.isiny for funding in the form of additional capital infu- 
sions or as a ine;ins lo coinol CPP investments to CAP mandaUarily ccaiveniblc 
[a.4arrvd i" \K :p''; sl.ares (available to all QFIs) 

C; Al^'s st;ttcd goal is lo “ensure the continued ability' of U.S. financial institu- 
tions to lomi lo creciil worthy Ijorrowcrs in the fiice of a weaker-than-expected 
economic cns'iromnent and largcr-llviii-expccted potential losses.”*'' As of June 30, 
2009. one instiUiiion hail applied for but had not yet been approved forCtf\P. 

Since SR. I AHPs April OuarlerK- Heport, the Federal Reserve released the 
resiiils ol SC-A!’ ;tnd pros ided recommendations for further actions that certain in- 
siiiiiiions will need lo lake lo meet enhanced c-ipital requirements. Of the 19 insli- 
tufions that ]?art!cipaled in S(iAP, the Federal Reserve determined that 10 needed 
approximately S73 billion total in addiiionai c.a]3ita!, and the other 9 institutions 
had sLifficicnl capital (o cover potential losses even in the more adv'erse scenario.*^ 
Lpon piililicalion o( the SCiAP results, Iretisuiy announced a Nov'ember 9, 2009, 
deadline for those 10 instil ulions that need to wise adtlitional capital to meet (he 
enhanced capital retjuircinents. 'Ireasury also e.Mendcd the apj^ication deadline for 
all institulions wishing lo jKirlicipate in (k\P to November 9, 2009.** For a timeline 
and description of the CAP process, see Figure 2.8 on the nest page. 


:a>!^7);:SFi-3ce3:.A ti^e of preferred . 
osbawfownersh^ tn-a company that ;.;, 
■'^^ally eiitjllesyte owner of the • ' 
shares to collect clwioend payment:-) : 

stock under certain paramete-s at 
the drscretion of the company — and ; 
must be converted to common stock , 
by a certain tre 



Supervisory Capital Assessment Program (“SCAP") 

SCAl’. otherwise known as the "stress test," was a key component of CAP. llie i 

stress test was conducted by the f 'BAs with the stated intention of ensuring that ; 
the Imgesl: financial instiliitions have sufficient capital to cover losses and continue i 
lending in a more adverse, economic scenario than was anlici|wtod .at the time the | 
tests were conducted. All ilomestic BHCis with assets exceeding $ KM) billion at the i 
end o(’ 2008 were required to participalc. At the end of 2008. there were 19 BlICs J 
with assets of more than $100 billion, representing roughly !v^•o-lhirds of aggregate } 
U.S. BMC a.ssets ,*• ; 

According to the Federal Rcsen-c, the stress test was a forward-lookittg excr- 1 
cise iitili/,ing both a baseline and ath erse sccn.aTio of the economy for the next tvio 1 
)'ears. T he tost: was admitiistered by sarioits teams of supervisors and anah sts from j 
the FBAs witli speijializoci knowledge of the jiarticipating firms or expertise in sjw- ; 
cific a.sset classes or securit:ies.''* ; 

On May 7, 2009, the I'ederai Reserve releascil the results of the S<2AP pro- 
cess, nwcaling tlial 9 of the 19 BIKN had sufficient ciqn'ta! to withsliind tire most 
adverse scenario of the tests. As of June 30, 2009, eight of the nine institulions 
that hitti sufficient capita! under SOAP were a}5proved by their FB.'M and had • 

reixiid their C'.PP funds. Inti had outstanding warrants owned by the Governnvent. 

As of the dralting of this rci>orl. State Street (“orporation repurchased its related 
warrants lor $60 million making it the only inslitutiim out of the nine to be out of 
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FIGURE 2.8 


.SS AND TiMELiNE 


FEBRUARY 2009 



FEBRLiARYlO: 
ueaawy anr«5Utices 
Capi^ AssisS^s 
pn^ram ("CAP"), 


FEBRUARY 25 
Treasury releases 
the terms for 
QRsiScS^g 
tor CAP fiKdhig. 


FEBRUARY 25 ; 

Stress testing begins for { 

the top 19 BHCs. ' 


MAY? ‘ 

Federal Reserve and i' 
Treasury aniiouneeiesults : 
of stress test 




JBHCswitt . )0BHC$Nee4 . 

^lent Capital AiKrtfonEiCacTlat 


JUNES 

10 BHCs that did not have 
sutltcient capital submitted 
their capital plans on how 
they would raise the 
necessary capital. 


I 


NOVEMBER 9 ; 

Deadline for 10 BHCs to !■■■■ 
raise additional capital. 1 








NOVEMBER .9 

Application deadline for 
applicants. 


■ I 


7 YEARS AFTER CAP 
SEHLEMENT DATE 

Convertible preferred 
shares held by Government 
mandatorily convert to 
! common shares, it not yet 
voluntarily converted, 


Note: Mary of the 10 WfCs have raised significant funds on their own. which could ss«nin^ 6nl Swr naed for CA®, 

SourcesiFederai Reserve, "ISanliing Organicatioi'is Kiwe SubnURedCapiUI Pbns To Bolster Ther Capital,' A'^^OOd.mwviedarafissefve gov. accessed 6/V2009: Treasury, "Statement fwm Treasury Secretary 
Tint Geithfvsr Regarding the Treasury Caprtal Assistance Program and the SigiwvisoryCataal Assessment Ingram.' V7/2009. wvfw.fearBiidstabAtyaw- accessed 5/7/2009'. Treasury, "Secretary Geilliner 
Introtaes Financial SwHily Plan,''?/K)/M09.wrw(.tre85.gcw. accessed 3.'2V2009: Treasury Press Release. ‘U.S.TisaaayReleasas Terms o* Capita Assistance Progiain,' 2/25/2009, www, trees, gov, 
accossetl 3/25/2009: Treasury, "Summary of Usndatori^ Corwertfele Preferred SAori Tmirs,' 3.^''2009, (SfivJreas.gov, accessed 3/24r2009. 
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lARP/’ Ihc ninth BHC.. Mcll .iSc, js not a X'KRP recipient. The other 10 BHCs 
nocti to niisc nii iK.!(iiijon;tj S7 t biihon total of new capital in order to meet the 
capital lc\e! deemed neecssaiv to willwtand a more adverse economic scenario. 
Options i'or raising the iieeclcd capital for these institutions include, but are not 
limited to; issiiitig common stock, cxchan^ng preferred shares for common shares, 
selling non-core businesses, increasing corporate earnings, or aj^King for C.'\P 
ins eslmcnts. Ilntse lailiitg to raise priviite ihnds would be required to take C.-\P 
liimis or c»n\ert their Cd’P funds to miindatorv' convertible shares: however, many 
llnanciai institutions have raised significant funds on their own, which could seem- 
ingly limit their nec<l for C’AP.’" Nine of the 10 IllKr^s needing additional capital 
ha\'c liegun raising this capital it) the private murket.s; the remaining Bl IC, Motgan 
Stanley, has already raised its additional capital and repaid its lARP funding. 

SCAP Assumptions 

fhe stress test was dosianed to determine how much additional capital each insti- 
tttliitn iTwtv neoti to rcm;nn wcdl capilaHz(;d in adverac economic conditions utuil 
the end of 2010. Well eapitaii/cd was a standard defined as being able to mtiin- 
tain a ft'e tt' i on< ti^k lusc d {.:a5:ii(.:il ratio {‘‘I I Batio”) and a 4% tier one common 
risk-liased nnio t i ! < amimon flalit)”'!, which is also known as a tangible common 
e<.]uitv ratio ( 1 ( J:, Ratio ).” Generally, the I ederal Bestme’s risk-based capital 
gtiidehncs for 11HC..S require a minimum 4%Ti Ratio; however, supersisors expect 
Rf ICs to hold 1 1 well in excess of the minimvim ratio. Su|xirvisors Itive indicaie<! 
that: common (iqiiity (the component of 1 1 most able to absorb los.scs) should be 
the tiominaiU coniponenl of f 1. The caleulalion ol'a I f Common Ratio assessed 
the composition of the RIlC.s' 11 Ratio to determine whether common eijuify was 
siiflicienlly dominant. Once these two ratios were calculated, supervisors followed 
tite normal supervisory evaluation process to ilctermine whet her a linns current: 
capital was sufficient in light of its risk profile.'’* SC(APs re<]uired ratios are higher 
than current federal regulations. 

In SC;AP, the regulators created two forward-looking economic scenarios, the 
first scenario was a baseline forecast for 2<M)9 and 2010 based on the most recent: 
pmjcctions available from three professional forecasters prior to ilw start of the 
stress lest on rebruaty 2S, 2009.''^ Although the baseline was intended to forecast 
likel)' economic metrics, (he unemplinmenl rate ecH|wed the baseline assimi{>- 
tion of an anmial average of B.4% unemplovment with the June 2009 unemploy- 
ment rate of 9.5ff.'’‘* 1 he second sceiiaiio evaluated the institutions under worse 
economic conditions than ilrosc |mAl<led in fhe baseline forecast — an “adverse 
case'' scenario, The assumptions for the baseline and adverse case compjirerl to fhe 


: ' Two of the most relevant measutf 
capital adequacy are tier one cap 
ivisA'TTiand'tier one common f'Tl ■ 

(non i, Fdr matiylARP recipients, ^ 

0 measures are signifii \ it 
;,V in the ctirrent market, captu" . .ir-'itf-, 
aspects of the iiistitutioft's healtb ;« 

'.mvthereot. 

or 'core capital" consists pTHTiarily 
of (ihcltKlirig'retained - : 

earnings), (trntlsd^pes ami-amounts 
of preferred etsifty, cartdin rnmonty 
interests, andlit^ited typas and amounts 
oftiustprefeiredsecurrtiB? Tldoes 
not include goodw^l and certain odier 
intangibles. iCertain other assets are also 
exduded^n a& 

a measure of the bank's abdity to sustain ; 
. fubfre.Io sesahdsbnmeaideposi^^ 
demariiiS: F^eral regtMcrs look, at TI 

age of a bank's total assets is catego- 
rized as Tl. Under traditional federal 
regulations, a bank .\ith a Ti Ratio of 

' capitalized. 

common equity iTCE ss calculated 
byremovmg all non-common elements 
from Tl , e.g., oreferred equity, minority 
irrterests. and trust oreferred securities. 

I?' It can be thought of as the amount that 
would be left over if the bank were dis- 
’• solved and ail creditors and higher levels 
(■ - of stock, such as preferrei^ stock, were 
\ paid off. Tl Commor- is ftse rignest "quai- 
tty- of capital in the sense of providing a 
' buffer agamstioss by claimants on the - 
bank. Tl Common is used in calculating 
i the tier one common r.sk-based ratio 
(“Tl Common Ratio! which determines 

is categorized as Tl Common. The high- ■ 
er the percentage, the better capitalized ; 
the bank. Preferred stock is an example 
• of capita! that is counted i-i Tl , but not in : 

Tl Common. For more information on a 
i; ,, bank's capital sbucture. see tne.“C3pital;;.:o 
-S^ctufe Tutorial" in SIGTARP’s Aim II 
. Quarteily Report 
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.Tier One ='Commwj- 

stookhotders’ equity + Preferred 
■ (subject to regulatory limits) -f- Minwify 
interests + Trust preferred securities -• 
Isiibjectto regul3torylanits)--Good- c 
will - Certain otoer assets {stfcject to 
regulatory limits)., . 

riM '"ih* ron,mon f qu.tYl’Tl C?Sn 
inoii ‘ « T1 -Preferred equfly- ' ; 

Minority interests -Trust preferred - 
securities. ' i 

' i< r On •> Ri' k b !<■ (id Capitol Ratrf) {'TT) 

R.iioT sTl/Risk-wagfitedassefs 

i wt One ComiTtort tosk-based Rstto 
("ti LObir''i't(R'5tir)’’5 all Common/ 
Risk-weighted assets 

' •’-.'-'L.' ,v • ' t i-to'-. Economic 
expert firms that use various economic 
data to publish their own projectims. 

The three forecasters used fPr the ' . 
purpose of the stress test were -ttie ^ 

Consensus Forecasts, the Bfue Ch«> 
.Sqrye'y.'and th'e'-Sbrv^ of Prertessidnai./'. ■/ 
Forecasters* They are independent of ■ j 
Treasury. • 

;'SCAPB(jHer:,The atoount'pf,capitai';.;.;'','-T’ 
needed for an mstitotion to sustain a ' 
6% T ler One Ratio and a A% TangWe - ^ ' 
Common Equity Ratio under the more ^ 
adverse economic scenario. ^ 


economic indicators as of June 30, 2009, are in Table 2. i 1, and demonstrate lhal 
as of June 30, 2009, two of the three indicators (Real (IDP and Unemployment) 
intlicate that the economic downturn may he more se\’erci ti'jan even I he. ad' crsc 
scenario for 2009. 

To understand how much capita! is needed to wiihsland a certain amoiinl of 
losses and still maintain a capital buffer of at least a b'? It Ratio and at leasl a ¥.(/■ 
IT Common Ratio, theBfICs were asked hy their 1 B \ regulators topnrjecl csii- 
miited losses on krans, securities, and trading-rckiled exposures l>ased upt>n 2008 
year-end financial data.'*' 

According to the Federal Resen'e. under ihe more adverse scenario, logciher 
the 19 BHCs had appraximatcly $837 billion in f 1. 841 3 billion ol vvhich uas IT 
Common. These BHCs estimated their net losses tti be S 1 83 Inilicni for 2009 and 
2010. '11131 would leaxt; them with a required SCAP 1 1 Hn ol ''"T <> billion un- 
der the adverse scenario. WTien caJciiIaling the retjinred St..AP buffer. IB As look 
into .account financial results and any actions tlvit BHC s nviy liaxc luk<'n dur- 
ing the first quarter of 2009.^ For example, SCAP took into account C'itigroup’s 
announced avchange offer on Febniary 27, 2009. The announced offer was i:o 
conxx'rt priwitc preferred and TVcasiin’s C-PP investments to common (iquity, vvhich 


TABLE 2.11 


StRESS TEST AND CURRENT MACROECONOMIC SCENARIOS 



2009 Scenarios 

More 

Baseline Adverse 

20X0 Scenarios 

More 

Baseline Adverse 

Economic 
Indicators, as of 
6/30/2009 

Real GDP 

(% Change in tonial Average) 

(2.0%) 

(3.3%) 

2.1% 

0.5% 

(5.5%) 

Annual Average Coxian 
IMemployineiit Rate 

8.4% 

8.9% 

8.8% 

10,3% 

9,5% » 

House Prices 






(% Change Relative to Q4 
of Prior Year) 

(14.0%) 

(22.0%) 

(4.0%) 

(/.()%] 

(18,6%) 


Notes: As reported by th« source docunert. baeeine forecosts for reel GOP end ift« unemployment rate oc)ual the sveregeof pmjec- 
tons rtkiased by Consensus Fotscasts. do Sue Chip Survey, end the Survey of ProfessionrdFQrecesteis in February ilCito. 

'S SKis the atreaiiwd rale, iw the ’srnai aoetage ' 

‘FAmbet is hosed off of the SAP Case-ShiSer Idcity Flome Phee Inclox For Ant quarter ot 2009. 

Sources: Federal Reserve, ‘The Supervisory Capital Assessment Pnogrant: Design m6 Imtilementaticn;' 4/,’4/2009: 

Real RDP as of VSttFaCOS: Suasuof EcMomt Ana^s. Tmoss Domestic Prarfuct, 1" quarter 2009 (hie!): 6/2iV2009, 
vrww.bea.gov. accessed 7.'ftF2009;tJoBi^l^»mrai*asof$/30/2009: Oeiiertmentof Lriiar, "RveEnn'IoyFneflt Situation; Juno 
2^,’ 6^/^2006. vftnv.b.'s.gov. accessed 7/9/2tX^; Chaiges in Housing ffees as of 6/30/to09i Treasury Offlee ot TTitilt Super- 
vtaon, TirstDioftsr 2009 Rtfift Mushy Report — Ecortomlc Data," Ct'^2009, rMnv.Ales.ots.treas.gov. accessetl 7/10/2009. 
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in effect, incix^ased its M Contmon. Ifie tenns of the exchange offer subsequently 
u'cre I'utali/ed on June 9. 2009, aticl are described later in this section. 

bibio 2.12 sho\\ s tlio S(1AP buffer calculation in a^egate for ail 19 BlICs un- 
der the more "advei sc scenario, liible 2.13 show^ the results of SC,AP for the 10 
BifC's needing ad<iiiio)iiil c<ipit;ii, and Table 2.14 show^ the results of SGAP for tlw 
9 0! IC’s thill liit\e sulficieni ciipital to withstand the more adverse scenario detailed 
under SG‘\P 

Post-SC^ Alternatives 

On Juno B, 2009, the lO BiK.is requiring additional c;q>ital to meet the capital 
bidfer requirement submitted <lc(:»iied capital plans to their FBAs outlining h(w 
they jibiiified to raise tlie iieccssiin' capital According to the Federal Reserxe. these 
capitiii ]xl;ins, when imjDicmctiled. ■ woiiid proxide sufficient capital to meet the rc- 
cpiired buher under the ;iss<-ssim'nTs more Jidvcrse scenario.”®’ 'The Ferleral Reserve 
lias also staled that it will work with the institutions to ensure their plans get 




SCAP RESUITS FQR IWSTOtniONSfiEEDING ADPmONAl. CAPITIU. (S esiWtm/ 



Bank of 
America 

Wells 

Fargo 

GMAC 

Citigroup 

Regions 

Sun 

Trust 

Morgan 

Stanley 

KeyCorp 

Fifth 

Third 

PNC 

Total 

Tier One Capita! 

S173.2 

S86.4 

$17.4 

$118.8 

$12.1 

$17.6 

$47.2 

$11.6 

$11,9 

$24,1 


Tier One Coriirnon Capital 

74.5 

33.9 

n.i 

22,9 

7,6 

9.4 

17,8 

6,0 

4,9 

11,7 


Total Estimated losses 

136.6 

86.1 

9.2 

104-7 

9,2 

11.8 

19.7 

6,7 

9.1 

18,8 


Purchase Accounting 
AdjiisftTients 

13.3 

23.7 

- 

-- 

- 

- 

- 

- 

- 

5,9 


Projected NorvCapitat 
Resources" 

74.5 

60.0 

(0.5) 

49.0 

3,3 

4.7 

7,1 

2,1 

5,5 

9,6 


SCAP Sliortiall as ot 
12/31/2008 

46.5 

17.3 

6.7 

92.6 

2,9 

3.4 

8.3 

2.5 

2,6 

2,3 


1" Quarter Resuits and Action.s 

12.7 

3.6 

(4.8) 

87.1 

0,4 

1.3 

6.5 

0,6 

1,5 

1,7 


Additional Capital Required 

$33.9 

$13.7 

$11.5 

$5.5 

$2.5 

$2.2 

$1.8 

$1.8 

$1.1 

$0.6 

$74.6 


Notes; NHmbere (iHected by rowxfing, 

’ Resmiroee inckiclii Pre-otovieion Not Rcuene rPTNIT) and tin rnouces avails from the a!lowonc«f(» loan and lease lossas. 
Soorce: Soartl of Governors of the federal Reserve, ’'the Supervisoiy CaoihriAssessinentPiD^aintOverwewst Results,' S/7/^?009. 


TABLE 2.12 


SCAP RESISTS FOR THE LARGEST 19 

Tier One Capital 


Tier One Cotninofi Capital (included 
ffi above amount) 


Total Estimated Losses 

(199.2) 

Add Purchase Accounting 

Adjustinents 

64.3 

Mi Resources other than Capital to 
^sorb iosses 

362.9 

SCAP Buffer as of 12/31/2008 

$185.0 

Less Capital Actions and Effects of 

I** Quarter Results 

110.4 

Required SCAP Buffer 

$74.6 


Source: Board of Governors of Uis Federal Reserve. "The 
Siiieivisoiy Capital Assessment Program; C'.wlow of Results," 
3/7/2009. 
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TABLE 2,14 


SCAP RtSULTS FORiNSTlTUTiONS NOT NEEDING ADDITfONAL CAPHAL is Billions) 


American 


Bank of NY 


Goldman JPMorgan 


State 



Express 

BB&T Co. 

Melton Caii^Ktoe 

Sachs 

Chase 

MetLife 

Street 

USB 

Tier One Capital 

$10.1 

$13.4 

$15.4 

$16.8 

$55.9 

$136.2 

$30.1 

$14,1 

$24,4 

Tier One Common 

Capita! 

10.1 

7.8 

11.0 

12.0 

34.4 

87.0 

27.8 

10.8 

ii.8 

Total Estimated [.osses 

11.2 

8.7 

5.4 

13.4 

17.8 

97.4 

9.6 

8.2 

15.7 

Purchase Accounting 
Arliiistmenfs 

- 

- 

- 

1.5 

- 

19,9 

- 

- 

... 

Projected Non Capital 
Resources" 

11.9 

5.5 

6.7 

9.0 

18.5 

72.4 

5.6 

4.3 

13,7 

SCAP Shortfall as of 
12/31/2008 

- 

- 

- 

- 

- 

- 

- 

- 

... 

i'l Quarter Results and 
Actions 

0.2 

O.l 

{0.2) 

(0.3) 

7.0 

2.5 

0.6 

0.2 

0.3 

Additional Capital 
Required 

_ 

_ 

_ 

_ 

_ 

_ 

„ 

_ 

_ 


Notes; Numhoi's filfocwd by iwmnirig, 

' Reoowoes include PPNR anti the resources avabahle from tt» aConwtce forte* aid lease losses. 

Source: Boant of (Soventors of the Federal Reserve, “The SiioeivisoiyCaoftol Assessment Pr^an: Oveivtewof RsaAs,’ 5i<7/3009. 


imploiHcnlctl quickly and are coinpicled liy ihc November 9, 2009, capilal-raising 
deadline.^ The capiial plan ntiisl include the following;"’ 

• detailed description of the actions ibit will be taken to raise the amount of capi- 
tal and/or type of capital needed to meet the SCAP Ijuli'er 

• list of steps to atidress weaknesses in the BI lCl’s ititcntal processes for managing 
and nvainiainiitg elfeclive capital 

• outline of steps that the Bl fCl will take to reiiay TARP funds over an allotted 
time and reduce reliance oit guarantees through f' DIC's II ,GP 

Shoukl a Bi IG rtol meet its retiuired SCAP buffer by November 9, 2009, it will 
have to take ad<fitional cainial assistance througli GAP. I'his may include either 
Treasurv'-apiiroved conversion of the BHGs'GPP itn'cslinent t:o CAP MCT’ shares 
or the issuance of new ('AP MGP shiires.**’ As of jime 30, 2009, many linancial 
instilulions have raised significant funds on their own, which could seemingly limit 
tlicir need for C.AP. Table 2.15 shows how the Following banks have already begun 
to niisc capital in different wavTi. 
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Status of CAP 

According !o Ireasiir)-, those institutions that were not of SC^\Phave until 
November 9. 2009, to apply for the CAP program. \^lTen applying for GAP, Qfls 
can cither apply tlirectly tor additional rAPP funding in the foim of GAP MGP 
sfiares or apply to convert their CPP preferred shares in exchange for GAP MCP 
shares. ,\s of June 30, 2009, only one institution had applied for C;\P, and none 
hiid yet been I'lindod. 


for more iiiior»u-Hiois on fh: (..opiial 
AviiMiuw (Vot'wm feru/.^ riiui condi- 
vt S{( ( V/hA i\ 

liepoii, Secimn 2: Oivnacii-. 


TABl.i:2,15 


SCAP PROGRESS AS OF 6/30/2009 fS&LLiONS) ., vA..',.'.:'- 

Financial Institution 

Capital 
Needed per 
SCAP‘ 

Capital Raised/ 
Announced as of 
6/30/2009 

Capital Needed 
by 11/9/2009 

Method of Raising Capital 

Bank of America' 

$33.9 

$33,9 

- 

Exchartge offeritig, common equity offering, reduced dividends, 
gain from dispositions 

Citigroup^ 

5.5 

5.5 

— 

Expanded already announceti exchange offer 

Fifth Third Bancorp'^ 

1.1 

2.2 


Exchange offering, tender offering 

GMAC LLC" 

11,5 

3.5 

8.0 

Received $7.5 baiion from MCP share issuance to Treasury 
through AIFP {$3.5 bilKon used to meet capita! rifqutrerTfents) 

Keycorp'-' 

1,8 

1.3 

0.5 

Exchange offering 

Morgan Stanley'^ 

1.8 

2.2 

_ 

Public equity offering 

PNC” 

0.6 

0.6 

- 

At-the-market equity offering 

Regions Financial Corp‘ 

2.5 

2.5 

__ 

Exetrange offering 

SunTrust! 

2.2 

2.1 

O.l 

Equity offehtig, tender offering 

Wells Fargo” 

13.7 

8.6 

5.1 

Equity offering 

Total 

$74.6 

$62.5 

$13,7 



lOsOTf.Wm, 


Nows; Numbers affected by founttine, Data as of 6/ii0/^9. 

Sources; 

• Siitik of Aitieiica, "Piwss Release." 6/25/2009, r> 
pl5p?s.=43&iteni=8485, accessed 6/23/2009. 

'■ Ciliswip Inc., "Press Release,'’ 5/7/2009, ww.i 
accessed 6'30/2009 
■■ PifthTlrird Bancorp, 8-K,6/V20C9,w 
" Treasary, Transaction Reiwrt, V/2/2009, 

' Keycorp, ''Press Release,’ 6/3/2009, wv 
7893270, accessed 6/23/2009. 

' Morgan Stanley, ‘ Press Release," 6/2/2009. wvMjnorganstaniey.com/abOit'Awss./^tes' 
bel)0'7Uc4(61.U(fe'96f6.3f25a44c9933.Mml,accessed6,'23..'2009, 



s Mo(S3nStanleyh»5siiK«t<ep»jiWTARPIi.ndson6/t7/2009. 

r PNC, 'Press Release,’ 5/’27/2009.Mtp'//pnc oie<liaroani.coi'p/irKte!(,php?s=43Sitem>r635, 
accessed 6/23/2009. 

• SegoosFhanclal, 'Press Refease,’ 6/18/2009. v™w,regiors.com/jboul..resions/iR...newsrs!eas«s, 
hsnL accessed 6/3CM2009. 

‘ 3onTnist,84t,6/6’'2fo9,www.secioi/,accessed6/23/2009. 

' We*s Faijo- ‘Press Bstease," 5/8/2009, www.wefctaf{|o.ccni/pres5/2(.109/20090508 stock, 
raise, resi«j, accessed 6/2a-'20<l9. 

‘ 8oe»d of Gswerrors; 01 *e federal Reserve, 'The Supervisory Capital Assessment Program ; Overeinw 
of Resulls.' 5./7/2009. 
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- * ■ * A commitnTenE - : 

:to inv6st.equ(ty:.cap!t<il.in. a fir,m iiniier 
certain future conditions 

the n'*estors to exchange one class of 
securities for arother. 


Systemically Significant Faiiing Institutions Program 

Accortling to Treasurv; the Sj'stemicalh’ Significant I ailing Inslitulions ( "SSFS ) 
program was established to “pro\nde stability and prevent disrii]>lions to (inancia! 
markets from the failure of institutions thsit arc critical to the fimctionittg of i he 
nation's financial ST'stem.”'®’ As of June 30, 2009, S69.8 billion has been ailocatcd 
through the SSFI prc^am to .American luteniatioiuil Ciroup, !nc. ( ‘ AIC! '). the sole 
participant. 

American international Group, (nc, 

rhe $69.8 billion of TARP funds allocatc<l to AIG includes $40 billioti of preferred 
stock iMirchased from AIG on November 2$. 200H, aiui the more recent establish- 
ment of a $29.8 billion equity capital facility, AKi listed the ]?rocceds of i reasmy's 
initial stock purchase to reduce the amount it had prex iinisly borrow cd from t he 
ledcral Reserve."’^ On March 2, 2009. Ifeasim and the federal Reserve an- 
nounced a restructuring aiul sale of certain assets llvif will allow the company to 
repay a portion of the Federal Reserve's assistance pekages to .AKi. This overall 
restructuring of the Government's intcre-sis included it securities <L\chimge, the 
previously mentioned $29.8 billion equity capital facility, anrl an amondmeTU to l:)ic 
I edera! Reserve’s Revolving Credit Facility According to Ircasiny. the restructuring 
will strengthen the company's finances and is a iong-tcrin solution for AIG, its cus- 
tomers. U.S. Uixpayers, and the financial system as a whole. On April 1 7, 2009, 
freasurv' ami AKi si^ed the securities exchange agreement Jind the equity lacility 
agreement as part oP.AfG's ongoing restructuring efl'orLs.'^’ According to 'Iteasury, 

‘ orderly restructuring is essential to AlCfs rejvtyment: of the suiTimrl: it has received 
from U.S. ia,x}-tttyers .ind to preserving financial stahilify”’"'' 

Restructuring 

AIG’s “orderly restrucritring" goes beyond the restructuring of its (iovemment 
assi.sttince to inclmlc an iniertuii restructuring plan for the ccmipany’s assets and 
risk iwsitions. 1 his internal rcstructuritig, which includes asset: sales, is im attempt 
by AlCi to “protect and enhance the value of its key' Inisincsses, and position these 
franchises for the fultire as more inde|x‘ndently run, transparent companies."'”’ 
Sul>se<|uent to SKflARFs April Quarterly Report, the following ^<^stnIct^Iring 
tratisaclions have fran.spired;*”’’ 

• Government .Agreements: .Xs^iemcnts for a securities exchange and eq- 
uity capital facility' have been executed, and clumges to the I'ederaj Reservx; 
Revolving Oedit Facility have Iwen made. 

* Separation Activities: Two of AKVs laigosi I'oreign life- insurance i)U.s{nesscs 
— Americjin International Comjwny I.td. (“AlA ") and American Life Insurance. 
("omjTany (”,AIJCO") — have beeti pul into sjK'cial puq>ose vehicles (“SPVs''), 
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«ilh sigiiilicvint prolen'cd slock interests in those SP\^s used topaj’down the 
l eilcri.il liescn'o Revoking (iredit f'acilit\\ 

» Financial Products Corjj. Unwind: AlCJ continues to reduce the risk of Its 
tleri\'a!ives portfolios lield tjy its suhsidiarg Financial Products Corp. 

• Asset Sales: \!Ci cf)ntinucs (o sell ofl subsidiaries that are not part of its core 
business. 

Government ^reements 

ihc resinicluring of I be Government's assistiince packa^ forAIG im'olved 
tinoo ninv jigreements wiltr two (iovemmenl agencies. The securities exchange 
and e<jiiit)' capita) facility are !W:asuTy jigreeinents, and the amended Revoking 
&edil I 'aciiity is with tire l edcnil Hesenc. All thn'c agreements are subject to 
(.Jovonimeni inspection and control requirements. Provisions for the AIG-Treasuty 
contracts imiiKlc. among others, inspection rights, internal control establishment, 
executive t;onipens;ition limit s. limited kibbying activity, use of hinds reporting, 
and div idend rate adjustments, la[>te 2.16 illustrates these provisions in more 
detiiii. 


TABLE 2,16 


STANDARD fflOVISKJfK TOR Ate TRIASURY COKIRACTS 

Provision 

Description 

inspection Rights 

Treasury. SIGTARP, and the Comptrc^ler Genera of the United States 
have access to personnel, anef any books, papws. records, or other 
data. 

Internai Controts 

AIG must establish internal controls to ensure compliance with the 
terms of lire contract, and n«ist report rai the implementation of tfKJ 
internal controls quarterly. 

Executive Cotiipertsation 

AfG must comply with all EESA executive compensation requirements 
and any aimwfments, AIG must also make its best efforts to comply 
with tl» executive compensahoii reslricbons to nofvU.S.-based 
senior employees. 

Limited Lobbying Activity 

AtG shall continue to mantain and implement its policy on lobbying, 
govfflTimental, ethics, and poWical activities. 

Dividend Rate Adjustment 

Treasury can change the divktoid rate with the objective of 
protecting the U.S. taxpayer. 

Preferred Stock Directors 

In the event that the board does not declare tSvkfends for lour 
quarters (<k>es not need to be consecutive), Treaswy has the right 
to elect the greata of la) hvo rnwubCH'S of toe board of directors or 
lb) 20% of the entire board Icurrattly there a'e 1 1 directors). Upon 
the receipt of four consecutive tol (ividaid pa^nats, tlie board 
menders will st^ dovwi. 


NuU: T)w 9X9CUM coinpei^ssticn reciutreT!i»ntsr>>l»3s#<!<in9/tS»'‘3009 3ppVtoMG. 

Snurct: TreiisiH>. 'S«cunti«s Exchwgs Asreeme^dat^dasof Astil !7, 2G09, bMw«eniimericaninl*malict«IORX$,lnc. aid 
Unftdd Sltatos Departmsni of the Tre.isufy.” 4/.17/200'). rtwBli'».TCQfstebiBy.goit''di}cS''agreenientVS6fies£.Seoirifts.£xchanje. 
Agieament.DcK, acoessod 6/8/20f)9. 
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A.^e 6f| 

Stock, " I Jividendl 

pa^»HMf««if(ip9lS c ! not pal 

S»S|““s 


. ^ o-''- A method used by 

;:cor.pOTat(ons;to;reduce the number.of 
shares outstanding and increase 8ie 
share price proportionally, The total . 
value of the shares outstanding remains ' 

stock split, .f a shareholder ov;,ned 100 ■ 
shares of common stoak valued at $1 ■ 
before the l-for“20, reverse stock split., -i 
-after, thfi'.reverse stpck.split the share- . -i 
:holder.'would.own'.5'5haresof stock 
¥3lue.d.atS20..each.. 


Securities Exchange Agreement 

TTie securities exchange allows AIG to replace ihe 4 miliion shares of cuT^iisl.iinf 
preferred stock issued to Treasury iii November 200H ("Series D slock") worth $40 
billion with 400,000 shares of nnn-ciimu.laUve jrrefeired si.<K:k (".Series T slock") 
worth $41 .6 billion.'®® The price of the Series K slock was scl a( ihc total \ alue of 
the Series 1) stock plus any unpaid dividends."® The Scries I.) stock paid a 10% an- 
nual tNvidend (paid quarterly), and the new Series T slock will pay a lO.'i div ideml 
if the board of direclOTS declares dividends.'" AKi may only repurchase the new 
Series E stock with the proceeds of new sources of private capital."- In additioji 
to the newly issued preferred stock. AIG has issued warrants to I reastny, i hese 
warrant s are exercisable for 2,689,9$8.3 shares of common stock, which represent 
2% of;\IG‘s outstanding common stock as of June 30, 200V.'" Uie warrants have 
a strike price of $50, and, on June 30, 2009. the current price of Alfi stock was 
$23.20. Gn June 30, 2009. MG had a I -for- 20 rev'erse m.<'<::.Iv spiii, wliich increased 
the stock price by a multiple of 20 and reiliiced tite shares outstanding by a qiio- 
licnl of 20. ITic warrants adjust by the same multiple as the slock; the previously 
stater! terms of the wareants reflect this reverse slock split. 

Equity Capital Fadlity 

Ihc ctjuity capital facility’ vv-as announced as a (ivc-ycar, $30 billion agreement 
between AIG and Treasuryi'" Under the agreement. .AIG agrees l:o issut^ and sell to 
Ircasurv' 300,000 sivarcs oi‘ 10% non-cumulative preferred stock (“Series F .stock”), 
phis waiTiinis to purchase ! 50 shares of common stock, Dividends on t he Series 
E stock do not accumulate and arc only owed when devdare.ci by ( ho board of direc- 
tors. The strike price of the waminls is $0.00002 jxm- share,"* On June. 30, 2(K)9, 
AlGs common .stock price was $23.20 per share. 'Hie agreement terms rellcct: the 
June 30, 2009, reverse stock split. 

Technically. T reasury has alrc^idy acquirerl all 300.000 shares of .Series 1* stock, 
bill the shiin“s bad no value until cusli was disbursed from T Veasurv’ to AIG. LIpon 
such disbursements, the facility is said to be “drawn upon.” and the v’alue of Series 
f’ stock increases by the amount of the drawdown." ' In order to draw down the 
eipiily capita! facility; .MG must provide an outline ol tlie expected uses of the 
funds.'"* .As of June 30, 2009, .AIG has drawn down $1,15 billion to improve this 
capita If/at ion of its dome-stic life insurance and mlirement services businesses,"® 

In March 2009. /MG made $ J 65 million in mtention payments to certain 
cm]>lovc<;s in its Tinandal Products Goq). and Trading Grou]i Inc, suijsidiiiries 
("AIGVP Retention Payment .\mount").'“ In an attempt to recoup the $ 1 65 mil- 
lion from AIG, Treasury' reduced the amount of capital available through the equity 
capital facility by $165 million. This reduced the $30 billion value of the I'acllity to 
$29,835 bilbon. In addition to the AK.M P Retenlion Payment Amount, i'reasuiy 
assigned a $165 million commitment fee to AIG for the use of the facility.''' The 
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commitnienl I’ee is clue in I hree installments of $55 miliion on each of the follosv- 
ing daics: December 1 7, 20 ]0; August 17. 2012; and April 17, 2014, and must be 
paid from she operational cajrilai of AIG.**’ 

Federal Reserve Revolving Credit Facility 

f he I ccicral Reserve uill make several modifications to the RevoKing Credit 
f acility estalilished in St^rtcanber 200R: 

• ! ho credif facility rsill be rojjiiid itnd reduced in exchange for up to approxi- 
malely S26 billion in preferred interests in rim special purpose vehicles created 
lo hold all of the outstanding common stock ALICO and/\lA.‘^ 

— ! he totril amount inailai>}e under the Rexx>King Credit Facility srill be reduced 
to S25 billion. 

• I ho l edcral Reserve will make up lo 58,5 billion in new loans toAIG. fbe loans 
will be ropiid by the cash How received from desigjiated blocks of the domestic 
life insurance, subsidiaries of.AIC.'’'* 

• llte interest nitc cni the facility is the ihrct^monlh London Intedtank OlVercd 
Rate ( ’IJROR”) plus 500 ba,sis jxjinis. Ihe previous interest rate floor of 3.5% 
will Ih' retnm’ed from llte credit facility.'^’ 

MQ Financial Products Corp. Unwind 

AlC I'ittancitti Ifrodiicts Corjt. {"AlCl P") is a subsidiary of .AIG wiiose jrrimary 
Itusiness is Iratling in dcii\ at is es of st f>cks. bonds, credit, and commodities as well 
as encigj’ trading and trading in tiw foreign exchange markets. Derivatives arc 
fiminciai instruments that “derive" their value fnun sometlring else (residential 
morig'ige-backcti securities, commercial mortgage-backed seeuriltt*s, dc.). -AlG's fi- 
nancial \v()e.s were iaigely a result of AlGl 'Ps jxjsifion as undciwriier of one ly^x^ of 
deiiviirive, credit default svva}.>s ("CDSs’O, tht»t sustained substantial ioss<':s in 2008. 
AKiPP's CDS exi^osure on multi-sector collaUmilized debt obligations (“C.;iX)s‘'l 
aloito account ed for approxjmjUely $ 1 9 billion of I he $24.5 l>i!!ion in losses AlCi 
aimotinccid in tlie thiixl (]uartc‘r of 2008. 

1110 downgrade of AlCi’s A/\A credit rating by the rating agencies triggered a 
credit: event: imdor many of its derivative contracts, l lris event required AIGF'P to 
post acklilional collateral to its counteip.artics. .‘\s of N(>vcml)er 5, 2008. ,‘\l(il 'P had 
posted or agreed to post $37.3 billion in collateral to its counterparties. I'hese col- 
lateral postings ixjjinents e.xcee<icd the funds AIG had available, and tbit is when 
the Federal Rcsen'e atid ’i'r<;asur> l>cg;m providing assistance to stabilize the com- 
pany. Part of AlG's restructuring plan invoKes the unwinding of .AIGFP's derivative 
exposun;!. Acconling to .AlG's first -cjuaricr financial statements, released May 7. 
2009. AlGl-'P has hegun to reduce the exposed risk of .AlG; the notional amount 
of AlG's derivative portfolio cx|H>sure has been redHcwl by more tbin 40% — from 
approxiniiilely $2.7 trillion to approximately $1.5 trillion. 


value IS bases on {“dsoved from") a 
different ufderKjng asset, indicator, or 
financial ■rstri.rnent. 

where the seller receives a series of pay- 
ments from the buyer m return fo'- agree- 
■ ^ mg to make a payment to the buyer 
when a particular credit event outlined in 
the contract occurs (for example, jf bte ^ 
credit rating on a particutar bond or loan 
is downgraded or goes into default), it 
IS commonly referred to as an Tsurance ■ 
product where ti'e seller is oroviding 
the buyer insurance against ttie failure 
' ■ of a bond. The buyer, however, does 
- not need to own the asset covered by 
the contract, which .means it can 5e.''/e 
essentially as a *bef against the underiy- : 
' ing bond 

A financial instrument that entitles the 
purchaser to some portion of die cash 
flows from a portfolio of assets, which 

backed securities, or other CDOs. 
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Asset Sales 

AIG has also begun a lai^^scale asset divestiture plan i?i a move io ‘in'otect aiKl 
enhance the value of its key business.”''* AIG liiis completed the sale ordghi sub- 
sidiaries and one laige office building in 1t)kyo. When Aiti sells an asset, the rolai 
Si?lc price could be in the fonn of cash or AIG debt assinnotl by the piircfiaser. I he 
total sales price of the nine completed sales is a]>pro\imatcK S53 Inilion, incliKi- 
ing approximately $4.6 billion cash and notes arid $726 million debt assumed i>y 
the purchaser. iy>ie 2.17 lists the as-sc«sand (he res{>cciive sale prices with the 
aj^licable debt assumptions b\' the purchasers.'^ 


mil 2.17 


AIG.ASSErSW.ES($M!LUONS) ; : -vv;- :;-- 

Subsidiary 

Cash 

Debt Assumed 
by Purchaser 

Total Sale 
Price 

AiG RiilAm .Sawngs Baric, PNIAm Auto Financing 
amJ Leasing, and Ffl HokSngs 

S43 

$- 

$43 

Hartlofd Ste»n Boitef 

739 

76 

81,5 

AK5 Insurance Company of Catada 

263 

_ 

263 

AtG RetaN Bank F^jbSc Conpany Limted and its 
credit card operations. WG Card (Thaiiafid) 

Con^iany Lriiited, m UtailaKi 

45 

495 

540 

AKa Private Bar* Limited 

253 

55 

.308 

Deutsche Veracha’ungs-und 
RiKkverstchefungs-Akliengeseilschaft 

26 

- 

26 

AIGFP Comnedity Index Business 

150 

- 

150 

21''' Century Insrsaice Group 

1,900 

100 

2,000 

Tokyo Office Building 

1,200 

- 

1,200 

Total 

$4,619 

$726 

$5,345 


Nnl«: The!» numtsrs and anncunceni^nts an tram !t« un.-uditaci Quarteriy raport and prass raltasss. 


)n 1 3 or 1 5(d) of the S« 


y0000950l2309008272/y76976e.l0v«.htm, accessed 
Ip Tokyo Estate Asset to Nippon Life Insitr.iiice Company." 
wsfcticle&lD-i293557tUvgh!igtit-, accessed ■//1.0/20®: 
dsCorp Completes Sale o( Commodity Me* Busness," 5/7/2009, ir.aiseorporate.com/ 


phowix.tl«n[?c=76USjc=eok»>»'SA.'6cleWDai28577tW!igWigh{=, accessed 7/10/M09. 
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Targeted Investment Program and Asset Guarantee Program 

Under lire iiirweicti Invesimcnt Prof^am i"’nP"), Treasury’ had invested, as of 
June. .^0, 2009, $40 biliion o)' lAPP funds in Citi^oup and Bank of America, 
f iirthcnnore, under the Asset (hiarantee Program (‘‘AGP'’), Treasury' had commit- 
ted a fol.'d oi $$ billioTi lo support $$(3! billion of assets held by Citigroup. As of 
June $0, 2()()9. Citigroup is tbc sole p;micipmt in AGP. 

• Stated goal of TIP: Ib itn esl funds, on a case-by-casc basis, “to stren^hen the 
economy and protect American Jobs, savings, and retirement security" vvhere 
"tbc loss of cotilidence in a (inancial institution could result in si^ificant mstr- 
kei disruptions that threaten the linaitcial strength of similarly situiited financi^ii 
institutions. 

• Stated goal of AGP: lb use insurance protections to help stabilize at-risk 
linancial instil ulions, li easurv insures a select poo! of troubled assets and col- 
lects jrrotniunxs in return. I bis program cHHers from other financial institution 
soivenq- programs in that Ircasurv' does no! invest 'r.\RP binds in the institu- 
tion directly; rather. 'lARP funds art^ re-served lo cover a portion of the possible 
losses in the selected assets,'^ 


Citigroup Inc. 

Freasiuy has ivroviried no I’mandng lo Citignn)|> hevmnd its earlier CPP, TIP, and 
AGP iiinding. Citigroup has received a total of $$() l>i]iion in X-\RP funding over 
three installment s; 

• C.PP; $2> billion on October 28, 2008 

• 'IIP; $20 billion on December 31, 2008 

• ACiP; $5 biliion loss protection on Janiiar)- 1 $, 2009 

The $S itillion AGP commitment is for Treasury's portion oft lie loss c,\ix)surc 
on the ring leiidngof a})}>roxiinalely $301 billion worth ol froulded Cttigrouj) 
assets. This aitiounl Ivis not: been paid directly to {■iiigrou]>. but rather, has liceu 
placed in reserve against the possibility of future losses on t he assets in the ring- 
fence. T here liavc Itecn no additional TABP funds allocated to Citigroup since 
SlG lAnP’s April Quarterly Report. However, rrcasiin’'s investments in Caligttitip 
have been modified through a set of e.schange offerings that were finalized on 
June 9, 2009.'’' The olfects of these excitangc ofl'ers are mixed. The CPP exchange 
will reduce the dividt-ncls jrayablc to Treasun; and Treasury' will receive a more 
junior position on the conversion of those shttres in the event of abankru{«c\'. The 
T and AGP exchange to trust preferred securities will result in ffcasury having a 


' the rest of a financial institution, often so 
that asset problems can be addressee in : 
isolaton 

agreement, taKing one type of stock 
V specific rate to another type of stock 
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ill : ifi II 'lifi- fii Li’l'ilin'iorinhial ; 

,i,M.miiK;.-f /(iv'mfi siGiARP's j 
iiiiH / Hiiiii siGJ \RPs V-i? 

Oiii'(rff'i7v Pic'porl. 


^ ^ C if , If-' ‘ ( Technique* U'-ed 
tO; apply a -joss from die current y^ar 
.toiia fyture^year. 111. order to redice ther. 
rGompany'sfirturetax Iiafaiiily. , , - ' , 

’nienm SeaiMlv In tite case of the 
.:0itigr.oup 'exchange, a preferred stocft-’" 
:that.fs:Convertible: and: designated as a , 
common stock equivaient- 

Comprises CPP,.prtfen'isd'sfoc^ A(^ 
prefer^-sd stock, and TiP oreferred . 


more senior claim in bankruj^cyand Treasury' will 1-mve a hi^iici pniinu li/ icv 
r^ular interest payments.'*- /Additionally; Cifign>up is implement ma a lax Bench! 
Preservation Plan to protect its shareholders from the potcnlial loss oi v/iliie oi 
tax benefits through the dilution that is cause<l by the exchanges. 11 iollf)\voi.l bv 
shareholders, this plan will protect a lai^e amount of tax bench's -- mkIi ts ."-s 
eany'-fonvards — that Citigroup can use to oft'set fiii lire income. '• ' .A more detailed 
description of tliis plan is provided later in this section. 

Citigrot^ Exdhange Offering 

On June 9, 2009, Citigroup finalized several private and public preferred securi- 
ties exchange offers that were announced on 1 eiiruarv' 27, 2009, These cxcliangcs 
generally involve arranging for jM’eferred sliareholders. including Ifeasiiiy, to trade 
in their shares Eornew jnleritn securities that can be convened to common stock at 
the request of Citigroup.' *^ Ihis will pennil the interim sectirities to he counted a.s 
■"tangible common equity;" thus .strengthening Catigrouji’s capital structure. AVhen 
Catijjj-oup originally announced this cxclvange offering in I ebruan' 2009, it iirlend- 
cd to exchange up to $27.5 billion of its non-rrcasiity held preferred securities, and 
Ircasuiy had announced that it would match up to $25 billion of the non- lreasury 
held sfuires exchanged with its C'PP {^referred sivires ( rn^a.sury-im'n',>t.i f.it'eiiTt'cd 
stock). Since then, Citigroup particijvitcd in Treasun 's stress test (Suporvisory 
(iaplial Asset Program, or SC.AP) to determine an ajijiropriatc capi(:ril bulfer For the 
(inn in case of adverse economic conditions. Ireasuty conelucled that Citigroup 
noedetl to mise $5.3 billion in tangible common equity, even after roeeiving credit, 
during the. SCAP testing, lor the $52.5 billion to be exchanged. On May 7, 2009, 
Ciitigroiqr aniuniaccd it will expand the original prix'ate portion of its exchange 
ofi'ering by $5.5 billion to meet iiic required buffer under SC'AP. Refer to the 
“Caipital .Assistance l*rogram" discussion in this section lor inore detail on SC'’AP. 

Citigroup has olTorcd the exchange until July 24, 2009, to lioth its pii\'ii(:o and 
public prel'errcd shareliolders, viith Ireasuty agreeing to match up t:o $25 bil- 
lion of it.s (;PP preferred shares in the tnuisaclions. Should there be full {privat e, 
public, and ’.Ireasuty) ]>artici}Talion. Caligroup would cotvvert njTproximately $58 


IPBll 2.18 


-Cm^ROiy PREFERRED STX)CK EXCHANGE PftffnCIPWffS is mms) 



Outstanding 

Maximum Participation 

ft’ivate Prefetred 

S12,5 

$12,5 

fAiWic Preferred and Trust Preferred 

.30.6 

20,5 

Treasury<Avned Prefeired 

50,0 

25,0 

Total 

$93,1 

$58.0 


Km?; Pubic brefnmlandtitiStsi^errtd are combiied because public picferrect ilurehoMers win exchar.ge ^rst (luring tlie exclvingo 
(4 pdAc praferrad shses, i»6 trust preferred wil iRSite up the diffeience ro cainplete lli« transacticn. 

Source; Csigroup, Scfisduie i«. &'l&'2Ci0S, wi*w.sec.gai,'ArtJ»*5,'sd2ar.'daJ4.«31001.-t)00 193125U91 ?8779/clpr3rl4a.btnt, 
accessed 6/15/2009, 
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FIGURE 2.9 



PF£-EXCHW«5E QWTCRSF^ 


Private Preferred Public Preferred 
Shareholdsr Shareholder 



ppST-EXCHAI^ OVfl€RSrtP 


Private Preferred 
Shareholder 



Public Preferred 
Shareholder 



Treasia^r 


• .tntenm 
: Secwibes 

Secun^ 


Newly Created 
Trust 

▼ 

AGP'PreS^ed- 


Notes; Private israferred stock, pubic preferred stock, and CPPpwfetredSocKvril be «rtaigedlbr 
interim sccuiiiies until stiBrehoktefs approve the (ronsaetion, 

' if the Pubic Preferred Exchange has maximum partic^ipn. there wik be $10.05 t»Konc4Pi$)lK 
Pf'elenad Stock outstanding. 


Source: Ciigcoup, Exchmge Agreement, 6/9/2009. www.sec.gov, accessed ft/lCl/2009. 


billion of il:s preferred stock.'"’ i'nble 2.18 lists the totiil viditc of the nufstonding 
prefem'd stock Ity exebonge piirticijxints and the n\ii.\imiiin |x»iticip.iiion alknvt'd by 
C^itigroiip in the exchange agreement. 

I he exchange offer closing anil conversion to common stock is dependent on 
many factors, including regnlaton' and shareholder ai5}rr(n<»ls. figtire 2.9illus(ri»tes 
ihe okvncrship of the participating .shareholders pro- and post-exchange. I'rcasun.; 
public shareholders, amt private sharehokicrs are hokling interim securities until 
I hey receive sliareholdcra]'>]iroval. Ihc details of each trsmsaction are discussed in 
the following sections. 

Private Preferred Exchange Offer 

According to I he exchange agreements, the private preferred shareholders will 
exchiijige their shares first on the condition that they elect to exchange at least 
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FIGURE 2,10 



PRI\ FRFFFRRFD 
SHAREHOLDERS 




EKf'J? 4 epii'.-,ts 
p-referrefi stock for 

wrracts to piirctvose 
.sharshoidB!' ssprovat 


If sharettotiero Approve. 
vv.irfartsprgMoca!!«a 
iina Inlsritn, securities 
coiwert to coinrnjn 



Source: Citigroup, "Ewtiange Agreermnt," S/9/?CC©, 
www..S9c.gov, accessed (5/10/2K)9. 


$11. T Inllion of preferred shares. Under the excliange. Treasiin' will convert a por- 
tion of its CPP investment that is matched to the amount of preferred shares beiiig 
exchanged by prix’ate preferred shareholders and will rcceis c Irom ('itigroiip the 
foflow-ii^ assets in exchange:'-^ 

• interim securities that nill convert to common st<K'k upon slutrcholdcr approval 

• a warrant to purchase common shares should sliarchoicier apjsroval not bo 
obtained 

Tire interim securities arc designed to encourage shareholder ap]>roval of their 
exchange. For example, the)' will pay a 9% dividend that, sliftuld shareholder ap- 
pinva] not l>e olktained within six months, will increase b\ two percentage points 
each quarter to a maximum of 19%. f or exiimple, during the first (|uarter following 
the six-month deadline, the divitlends vvill be incrcas<‘d from i I9f to if ! lie 
sliaroholdcr approval is not obtained. I'lic warrant wjli have $0.0 1 exercise price 
and ^H'rmit purchase up to 790 million shares of common stock. Should .share- 
liolder approval be obtained, the warrants will be cancellecl.* *' For a more detallctl 
description on the private preferred exclumgc process, see Figure 2.10. 

Public Preferred Exchange Offer 

.\lier the private prefeired shareholders Ivive exclwngcd their shares, (litigroup 
vvil! proviile exchanges to its public preferred shareholders, ’Itcasurv' will match 
bolii the public and priv7rtc e.xchiingos dollar-for-dollar iiji to $25 liillion at: a 
conversion rate of $3.25 per slvirc. If sbireholder appnwal is not obtained upon 
closing, (liligroup will issue to Ireasur)' interim securities lhal will be conveillble 


FIGURE 2.11 

CITIGROUP PUBUC PREFERRED EXCHANGE FT?0CESS 


PUBLIC DEFERRED 
SHAREHOLDERS 


^retened Stock; ,Weri^Ti6i};^k; 


if shanshotctersaotJTOW the 
J exchange as cf the closing ciate, 
I piiilicprefecreil stock coii«ett3 
[ difeoUy to common stock. 


t ^nteholders ha\« not ^proved 
the exchange a: o! the :b^ 
diSe, cuHc pietared slock 
c<(it«its to rOenm seorsies 
oendiigshseh^rapKOual. _ 




.V 


Soufce; Cit^roao. Sehange Agreement, S/%'2009, wsw.sec.gov. accessed S/li,'‘,'2009. 
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to cojnmon stock upon appro\«1.’’'’ lorn more detailed descnption on the public 
prclened exchange process, sec I igiirc 2,1 1. 

in acldilion to shc exchange of up to $25 billion of its preferred shares obtained 
under C.PP. Ireasiuy wi!! be. cxcliaTtging the prePeired stock it received under the 
11 and AC’tP programs, to new triist prelerred securities. According to Treasury, 
tire now securities vsil! hax'c "greater structural seniority" than the existing stock; 
for exarn[>le. liicy will have a more senior claim in bankruptcy and will have a 
higher priority to rcceix'c regular moitthlv interest payments, ’"^Ihey will have an 
<inmiai coi;s>on rate oi’ 8% maturing in 2039 — meaning Citigroup will be paying 
8fy interest jraynieriis on [reasury's investments, Citigroup will also create a ne^^' 
trust that will issue and sell the trust prcfcrTc*<l securities to Treasury in exchange 
lor the HP ;uk1 ,\GP shares, as well as any remaining (’PP shares that are not 
exchanged to interim securities or common stock.''’* 

Tax-Benefits Preservation Plan 

Oii June 9, 2009, Citigroup announced that the Boitnl of Directors had urumi- 
mously adopte<! a tax-benefits jjreservatiftn plan. Citi^nup cited this as an efToil 
to protect Ch'tigroups ability to iitilwe certain tax assets, such as operating ktss 
c<irry-forv\ ards to oflset liitiirc inctJiTK!.'*’ Under current tax laws should there lx; an 
ovvne.rshi]’ change, Citignjup's ability to olTset future income with its current and 
reconl: losses for tax pinposes could be eliminated or drastically reduced. 

In order to preseive the value of these p«xcntial tax btmefiLs, Citigroup 
must avoid certain events that migltt be deemed to be a change of ownership. 
Accordingly. CitigrouiTS plan contains two pnwisions that discounigc tlie following 
changes in ownership; 

• atiy person or group from becoming a 5% shaixiboldcr 

• existing 5% (or move) shareholders from actjiiiringmtJrelhan a sjx'cificd num- 
ber of atiditional shares of Citigrtxip 

In an al(:e.mj7t tojircserve thchiturc t.T.\l)cnefilsof the losses, Citigroup pre- 
pared a strategy to dilute any lncrci»se in ownership that could jeo|-)ardi/c any of the 
tax loss carrj'-forward, C’iligroups strategy included declaring a stock di\i<lend on 
the ints^rim securities anti common stock allovsing shareholders to purchase more 
stock thus permitlirtg the dilution of the stock to avoid a change, in control, tltrehj' 
pn)t:ect:itig the tax benefits. 

Bank of America Corporation 

As of June .30, 2009. Treasury has provided no fmanemgto B.ank of America be- 
yond its earlier C'PP and 1 IP funding. Bank of /\n>erica has received a total of $45 
billion in three installmcms; 

• CPP: $15 billion on October 28, 2008 

• CPP; $10 billion on January 9. 2(K)9 

• I IP; $20 billion on January 16. 2009 


' .stOotia A ecurity 

t - ' L tiiathas'both-equity and debt char-r, ' 
pv:o',-atfteTisttGs;''.created by establishing a ^ 
[.9^w:.irust^dtssutng-debtt6 it. Acompahy'. 
k'AY>:-wouW;create.abTJsi preferred security..;,; 
[;;:Y;?.to;reaB 2 e.:t«Dt benefits, since ttie trust is 
j- taxdeducbbte. ^ ' 

\ > I > i interest ra^ to be patd : 
as a percentage cf ti’.e face value of ' 
Ihe security For examo'e, if 3 $100 
! security bos an S% cotipon, the ewner 
of the security will receive $8 each 
• - year for the life of the security 

;>A'nor-^hir. Change br-der U $ ‘rcoms ^ 
tax law. an Ov-vnersiiip change will 
occur if an owner that controls at 
least 5> of the company increases its 
hokimg by 50:4 or more over a roiling ^ 
threeyear period 
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On Januaw 16, 2009, Treasury’ had announced (he pof enlia] parficipalion by 
Bank of America in AGP. On May 7, 2009, Bank of America announced ii was no 
longer seeking such assistance.'^’ As of June 30, 2009. according to Ireasmy- ol- 
ficials, the matter remains untesoh'cd. 

Use of Funds Reports 

Under their IIP agreements, based on SIG lABP's reconnnendaiions, bolh 
Git^^up and Bank of America are required to submit n <iuiiricrly "use of funds 
report.” The use of funds report must include the folliming information:'^’ 

• how lARP Rinds were used 

• the inptementation ofintema! controls for lARP funds 

• compliance or non-compliance with restrictions on use of I ARP funds 


Munirtp Jl t endu^. uan& to erty and ' ' ^ 
state governments' 

oUoptiiui ItuaPuiig The purc^seof 
accountetecewables of smalkand Avv:- 
medium-sized businesses. , , , 


Use of Funds Report: Citigroup, Inc. 

On May 12, 2009, Cit^mup released its .second use of funds rcpoiT. f he 60- 
l^ige "TARP Process Report for i'irst Quarter 2(X)9.'' descnlH’s the steps taken to 
deploy lARP capital received.''*’ Accoiding to ihc report, ('idgroiip’s Special lARP 
C-otnmitlee (the '’'BMIP C'otnmiftee”) of senior executives itad apitrovcd near!)' $43 
billion in initiatives tosiipjtori. the U..S. economy ami expand the How of credit. 

The rc}wrt lists and describes its ]5r<x:c‘dures Ibr dtiployment of lARP cajtital as well 
as executive compcn»tlion reductions.'**’ Included in Gitigmups rtqTOrt is a list oi’ 
some, of the internal controls put in place in connection with lAnP-veiatcd lend- 
ing. The internal cnntnds include the following guidelines;"'*’ 

• Ihc TARP Committee itviy a|^>rove deplotmenl of l ARP-related capital Ibr au- 
thorized purposes, up to a certain maximum, without gaining further aiTjirovaJ. 

• Busines,ses arc re<|uired to rciiort quarterly t:o (he lARP Gomnviilee on lARI’- 
related activities, the perfonnancc. of any investments, and the lienclit of any 
activities to the How of credit and the U.S. housing system, 

• The lAUP Committee vrill report qiijirterfy to Citigroup 's board of direclors on 
the specific uses of lARP funds. 

• Use ol TARl’ capital must, lie rcporlwl to Hca<l of Fitiancial I’lunningand 
Analysts with aji^iropriatc supporting imitcrials to ensure cl'fectivc monitoring. 

• Ihe committee will ensure that the (atigroup I’inance Department has appro- 
liriatc (inancial reporting concerning the uses of 'lAHP capita!. 

• Ihc T;\RP Committee will meet as ofteti as rerjuired t)u( no less than exerv’ 
(jiiarler. 

The report details Citigroup acthifics, incliKling ajiproxinifitxdy SS,2S billion in 
1 ARP-related new loans for the first quarter between imiuici[>;:i! leiKiiiig, suijpher 
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1 It , usiiii ntui! moTtji,;»gcs, ;mcl auto loans. Cit^oup further repeated that It 
il Its ISM*.! tnee lo homeowners by modih'ing mortgi^s for apq^)roximately 
SI) 0(M) hoircowims wilh a (olat combined ilebt of more than S9 billion.”' Table 
2.19 iisis I ho '! AHl’-rclale<! use of I’unds reported by Citigroup. 

Use of Funds Report: Bank of America Corptwation 

Oil May i 1, Bank ol America submitted a four-page use of funds report 

pursuant toils UPagrecmenl. Included in the report is a certification by the Chic! 
Accounting Olliccr i ( AO ) that the required internal controls are in place, a 
descriirtion ol the requirements slaterl in the contract, and a one-page discussion of 
the use of funds. 

According to the report sitbmilf ed by Bank of /Xmerica, the internal contixds 
arc doscriiied as '‘incoqrarated.’'''^ In contrast to C'iti^up’s use of funds ri^irt. 
Bank of .America's report docs not pro\i<!c any tletails of its lending or the amount 
ol lending that has occuircd as a result of the increased capital provided by lARP- 
Bank of Amcricii acknowledged that it did not segregate the $20 billion of lARP 
funds on it s balance sheet and included it as part of the operating capital, stating 
tliat, “since all l ARP investment funtls are part of our ojicrating capital, they c<tn- 
not effectively be scgregfitctl and they cannot be ‘unspent.”'^’ According lo Bankol' 
Aaneiica. t he additional $20 billion was use<l to "bolster the company's capital and 
lic|in({ity position.s,””"' In its report. Bank of Anx'riai listed the. contract retjuiro- 
menls as part of its intenia! contnils relating to executive compensation, lobby- 
ing, and other o,\}x:nscs. It did tiot provide detail as to bow it is implementing the 
inlemal controls. 


TABLE 2,19 

CmGROUP USE OF FUNDS 
.AS. OF 6/30/2009 


Conforriiing Mortgage Securities 


NoaContomiing Mortgage Loans 


U.S. Prifiie Residential Mortgage 7.5 

becoriiies 

tffedit Cards 

5.8 

Municipal Financing 

5.0 

Business and Personal L.oans 2. .5 

Supplier Financing 

2.0 

Corporate Loan Securitization 

1.5 

Stiident Loans 

1,0 

Reskientel Mortgages 

1,0 

Auto l.oans 

0,3 

Total 

$44.8 


Soufte; Ctisfoup. 'Wli.tt Citi is Doins to Expiintl the Flow of 
Cred*. Stjoport ilomflowrers imcl Heio ttw U.S. Ecoromy, 
TARp Piogrsss Reuoit for First Qiiartei 2009," V12/2009, 
vMw.citigroiioccni, accaised 8/l/'2009, 
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tPLjij'Ofjpc j ^firiancialinstrumert 
::thatiS:baGked:by:3.GOiTimerciaf real 
estate mcrtgage or a group of com- 
■ m'ercialirealiestateffloi^ages ftat arel 
packaged together* 


; ASSET SUPPORT PROGRAMS 

Treasury; either on its own or in conjunction wilh ihc I cticral l^cscrve, has cre- 
ated three prt^^ms to support demand in finsmcial markets lor hard-lo-saliic 
assets and to restart the credit markets by supiroriinfi new lams: the lenn Asset- 
Backed Securities Loan Facility C'rAI^P'), the 5’ublic-P^i^alo investment f’rograji; 
("BPIP’O, and Unlocking Credit for Small Businesses ("UCSU "}. 

fhe Federal Reserve's ’I’AIP progmm will provide uj> to $ 1 trillion in funding 
to institirtionspied^ng asset-backed securities ('‘ABS") as collateral. According 
to Treasury; it will provide $80 billioir of 1, ARP funds to absorb losses on l Af J 
(although the i‘t^erai Reserve characterized Treasury s commitment as up to $100 
billion).*^’, As announced on iMay I. 2009. I'Ai.l- was e.xpiindcd to include iiornmer- 
dal mortgagc-lMcked securities ("CMBSAas eligible collateral lor IAI..i loans.'^'’ 
Through June 30, 2(X)9, the FdJerai Reserv e hiid facililalecl live I All- subscrip- 
tions; four subscriptions related to non-nK)rtgiige-i>ackc<! -ABS lol alingapiiroximato 
h' S28.3 billion in X’M.F loans, and one commercial mortgage-backed siii>scn'plion 
with no TAI F loans Issued. 

In addition to the expansion of TAl.F, PPIP. as announced, included two sub- 
programs, the l.egacy Loans Program and the l.eg<icy Securities Progmm. Ihe 
legacy Loans Ih-t^ratrt was intendccl to utilize equity provided by; Tfcasiny and debt 
guarantsHis provided by FDIC to facilitate purchases ol' legacy morlgjtgc loans held 
by iarnks; the program. Iiovvevcr, Ivtis l)ccn sheivtKl by I DICI. Ihe l egacy Securities 
1 Ih-tvgram utilizes equity provided by Treasury and debt potentially provided iiy 
I Treasury, through TARP, and/or the Federal Resorve, f iinutgli TAli'. (:o facititate 
purchases of legacy morlgagc-backevl securities (“MBS'’) held i)y various financial 
institutions. 

Through the UCSB pnsgram, Treasury will purchase up to $15 billion in securi- 
ties backed by Small Busiticss Admiivistration (“SRA”) loans. 

Term Asset-Backed Securities Loan Facility 

Program Summary 

In November 2008 . 1 he Federal Reserve and Treasury announcet! T ALI'!, under 
which the Federal Reserve Ihtnk of New \ork (‘TTinNY") would issue uj) to $200 
billion in loans to nwke credit available to consumers and small businesses, Ivacked 
by $20 billion of T>\RI* funds.'*’ Sui)se<|uem!y. in February 2009. Treasury and the 
Federal Reserv'e announced that llvey w»^re prejvarcd (o exiiimcl TALF up to $1 tril- 
lion. which, according to Treasury, vvill include up Vo $80 billion of TARP funds.’’** 
TALI is divided oi^nizationalJyinto two jwtis; 

• lending program - originates loans to eligible instil utlons 

• asset disposition facility- - an Sl'V used by I RBN'i' to purchase atid manage 
any collateral surrendered by borrowers IVom the lAf F lending program 
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FRBNYwili both the lending pn^^m and the asset disposition facility’, 

i he liimling lor i he lending ]irograni comes from I'RBD'TV' According to TrcasiirvL 
tire i'unding for the asscl disposition SPVwill first come from interest payments 
made by boiros^ers from t he lending program, then from Treasury’s use of up to 
S80 Irililon in I ARP funds to purefrrse subordinated debt frwn the SPVC and finally, 
from I'RRNY non-recourse loans. 

TALF Mechanics 

\s dm nssui in SIG TARP's April Ouarterlv !?eport to Confess, borrowers in the 
lAI ! lending }>r{)grain post ABS as collateral for non-recourse loans issued l)y 
f RBNY I he eligibility of the l Al .f borrower and ihe 'frAlT collateral isdetennined 
ihrougb an application process. 

Ibior to SK'i 1 ARP s Ajm'i Oiiartcrly Report, onK’ certain nervly issued ABS — 
securities issued on or after Jamiaty i, 2009 — were eligible for ’M.P. 'lire loans 
supporting the ABS were limited to: 

• auto, student, and crcdit-card loans 

• equipment loans 

• llooq>!ai) loans 

• commercial and nmtal fleet lca.scs 

• receivables related to residential mortgage servicing acKmiccs (servicing advance 

reecivaldes) 

• sinali-businoss loans guaranteed by the SBA 

On May 1 , 2009, the I'e-denti Reserv'e added insimmcc iwemium finance loatts 
and CMBS to the fist of eligible ABS for ’IAI.r. Additionally, the F ederal lU-st'rvc 
announced the inclusion of select legacy ('MBS for t he July 1 Af.F- subscriivtioii; 
this marks tiro first: time tbtt Icgficy securities will be included iti TAl P. I egiicy se- 
curitic.s fire those securilies issued before January 1 . 2009. and account for a latge 
]rerceiitage of’ the ABS currently lingering on the books of fimincia! institutions. I'or 
a ittore detailed discussion about collalcral eligibility, see the " I'cnn Asset-lfacketi 
Securities 1 Loan [''aciiity ’ discussion in Scctioti 2; ” lAFfP Oveniew" in SlGTAl^P's 
April Quarterly Report. 

Once the coilatcra! is dee-mod to be eligible, a haircut is assigned to lire collates 
al. Haircuts reijresent: the borrower’s "skin in the gfime” — or the. amount of money 
t;he borrower must invest — iind arc required for all lA! P loans in varying amounts 
based oti the t)pe and riskiness of the ABS securing the T>M.F loan. Under lAIJ , 
I'RBN Ywill lent! each borrow er the anrount of the purcliase price, of the pledged 
ABS minus the haircut, subject tocertirin liniifalion.s. Iho initial hjiirculs for 
non-itiortgage-backc<! collaionil as a percentage of collateral value are posted on 
F-RBNY's vvebsivo. 


for more hifornniic’ii nil I \t I nn^luii- 
ics, sec Seclhii 2 xuii >1 

SlGTAnp-sAiniQuo .t/i Bcf m 


used to finance invento-iss of items, i 

Receivables related to residential 
mortgage loan securitizations that 
grant the servficer first prionty in any 
. insurance or liquidation proceeds 
from a loan. and. if those proceeds ^ 
are insufficient grants the servicer a 
first pnonfy to general CDilections of ■ 
..the related securitization. 

Loan issued to small businesses so ^ 
they may obtain property or casualty 
insurance 

collateral and tne value of tie ioan : 
{the loan value is less than the coi- 

! laterapjti$gii|i|i|^^ 
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Much like haircuts, the mterest rates for I’^Ll' loans are biisecl on the loan 
asset class, and most are quoted at a sjiread o%'er UHOH. which is a generaiiy 
accepted interest rate standard. Interest poNineirls on the h\l ,1- loans arc ]iiiyable 
nronthly orquarterh; depending on the frequency of the interest payments on the 
collateral. lALF loan interest rates may be fixed or floating, as delennincci i)y the 
collateral, and are generally below what is cunx^ntly available in the private mar- 
kets. F'RBN^' posts the interest rates for lALI' logins on its wchsife. 


Program Developments 

.\s the lAI J" pix^am matures, a numlrer d’ updates have been introduced, which, 
according to the Federal Reserve, serv'e throe priinaty ptiriio.sos: 

• to maximize l/\I,.F’s impact on ail sectors ol (he AHS market 

• to provide transparency to investors and the marketplace 

• to protect I he ta’qzaycR’ interests 


'■Hifoscfli'b-tinti Process- of investors' ' '' 

Signing up and committng to invest in 

■ a..TinanGiaL Instriiiiient-O^ffore ■xne.aGtufli 

dosing of the purchase \ * 


Subse<|iicnt to SIGXARP's.\pril Quarterly Report, the following program-redai- 

od developments occiiired and are discussed in greater clot ail in tin's section; 

• rhrcc additional TAl.F siibscviptions {for a total of five) were conduc(:ed by 
FRBNY. 

• lAl-l -eligible collateral criteria were ex^Jimdod to include: insurance premium 
finance Uwns and CMBS — l)Olh legacy and nevsiy issued. 

• I'wo new nationalh’ recognized statistical rating orgijnizations (’“NRSROs") were 
addetl to provide ratings for OiVIRS only: Roiilpoint, 1,.I ,Ck and DRRS. 

• A pn>]x>scd clvmgc to SiatnLard & PcKtr's ('‘S&P's") cuirent. ratings metliodology 
I’or C'MRS could n'sult in ratings dt>vnigradcs for CiMBS that might otherwise 
have been eligjbU' ctdLifcral lbr 'rAI.F loans. 

• CMBS-sjx^cific haircut nrti hotlolojQf was established. 

• The role of collateral mt)nilor for CMBS was cieatcd to act as another layer of 
risk mitigation. 

• Upilated program mechanics were inlitKiucod for risk mit igation tlirough man- 
datory pre-pavinent of principal on loans collateralized Ijy C'MBS. 

• The Feticral Bcscrv'c hire<l a bvv firm to assist in the poribmiance of a fraud risk 
assessment for FAIT'. 


TALF Subscription Activity 

As of June 30, 2009, FRBNl' had conducted five suliscriptions of T'AI.r, T'otir 
of these subscriptions related to newly issued, tton-ntortgage-laickod ABS (and 
occurred in the Brst part of March. April, May, and june), and (me subscription 
reliitetl to newly issued C’MBS (wliicli occurred oit June 1 6. 2009) lor which there 
was no acthnly. 
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TABLE 2.20 


TALF LOANS BY ABS SECTOR, 3/2009V 6/2009 
{NON-MORTGAGE-BACKE0COtLATERALriSBlLt0N$7 

ABS Sector 

March 

2009 

April 

2009 

May 

2009 

2009 

Total 

Auto loans 

$1.9 

$0.8 

$2.2 

$3.3 

$8.2 

Student Loans 



2.4 

0.2 

2.6 

CTedit Card Roceivabtas 

2,8 

0.9 

5.5 

6,2 

15.4 

Equipment Loans 

- 

- 

0.5 

0.6 

1.1 

Fioorplan Loans 

-- 

- 

- 

- 

- 

Small-Business Loans 

- 

- 

G.l 

0.1 

0.2 

Servicing Advance Receivables 

- 

- 

- 

0.5 

0.5 

Premium Ftmince 

- 

- 

„ 

0.5 

0.5 

Total 

$4.7 

$1.7 

$10.6 

$11.5 

S^.5 


Notss; Ni.itiilwrs jffectad by rouixlii^j:. Oa!a is 6,''3iy2009. 

As W (VZS/ZOOS, S25,2 billion n TAL.i^ loans a'sreoiSalarainj. The 7/7/2009 atsscrwion was fwaiwoximatelySo.A Mfonji 
TALJ- tos. 

Sooi'ces; fflSNY, ‘Term A5s«t-eacite:l Seciinties LoimfscJfiy. OD«r«on.Annaii»ceinent.’ 6/2/2009, wwwjiy ftb.oij/markets/ 
tjlf onerations 090602, html, accessed 6/3/2009. fRSNY.' Temi AssetBactedSecunfesLoaiFaefi^rOperatien Ameeneemenl." 
5/5/2009. www.i'e«yorkf(id.orgAiiap>et5,'TAI.F...opet3lions.,OK1512iitml, accessed 5-'29.'^9. FRBNY. ‘Terai AssetBacted Securi- 
ties Loan Facility; Ooerjtion Annourtcemert," 4/7/2009, twwn»wyoridede%Ai!ar!«{vTALF,opei^ion5..-^407Wml, accessed 
5/29/2009. FRBNY. ' Term Asset-Backed Purities loan Fac*lj, Open^cnAnnouiceinettt' 3-79/2<Xi9, »*■w^ 1 ewyo^i^ie(i.ol{^' 
(isws8uei'itSii'nows/(!iarli*f3/2{W9/inatW.R)9,htn)I. accessed 5/^/2009. FRK^, 'Teitn Asset-Backed Secures Lom FacSiy: note- 
CMBS." 7///2CI09, waw.rwwyorkled.oi^-'mnrketSiTALF.operaliwis hlmi. accessed l/S/Zm. 


Subscriptions Using Non-Mortgage-Backed Collateral j 

As ot juno 30, 2009, 1 lUINV had facilitated lour lAIi- non-morIgagc-hackedABS j 
subscripticiiTS, totaling approxiinatcK" S26.5 Inilion. As lablc 2.20 iliusfrates, lALF- ; 

lending i'or non-inortgiigc-backcd ABS bts grtkwn siitce ihc initial sulkscriplion in ; 
March 2009, I 

l AU' loans issued for the purchase of ABS backed by student loans aTvd/VllS i 
backed by loans guanmteed by the. SBA inay have up to Ih e-s car maturities, as | 

opposed to tip to tliree-ycar maturities for the non-mortgage-backed loans extended i 
(;hi.is far, I 

Subscriptions Using Mortgage-Backed Collateral | 

On jime i 6, 2009, 1'KBNY concluded the first subscrijntion of IAI.I- related to ; 
newly issued CLMBS. I his was the first subscription with moitgage-liacked securi- ; 
tics as collateral. No loan.s were issued to Ixnrowcrs during the subscription. IMor 
(:o the subscription, dining piil)lic remarks, the {’resident of FRBNY indicatei! 
that participation w oiilil be minimal because there had been little advance notice. 
According to indust ry' sources, for commercial real estate “it can take as long as six 
months from the Lime a loan is originated to when its securitized.”’’^ 
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Aipol^ ‘ici> i< A complete 
schedule of periodic blended loan pay- 
.ments,.showingltieamoimt-of prindpai , 
vand the:.amount.of.interest m each 
:;payment:;so:that-the:ioanw^^^ ■ ■ 'c 
off over a certain time period, 

lerm The period of time assigned as 
the lifespan of any investment. I 

Bullet P-iyment A one'-tiirte, lump-sum 
■repayniert'OraVoutstandingldaK typi- 
cally made by the borrower after very _ 
little, if any, amortization of the toan. ' ^ 


Commerci^ Mor^age-Badced Securities 

On May 1, 2009, the Federal Reserve issued a jiress release announcjiii* the 
e,\|>aiision of lAIJ' to include qualifying newiy issued C'.MBS as eligibie coilai eral 
forlM.F loans. On May 19, 2009, the letieral Reserve annoiinud that Ii^hv 
CMBS would also be included.'^' According Jo the l ecierat Reserve, f he CMRS 
market came to a standstill in mid-2008. The inclusion ol CMBs as eligible col- 
lateral for lAlT’ loans will help prevent defaults on economicallv vjalile commercial 
properties, increase the capacity of current holders of mat tiring mortgages to make 
additional loans, and facilitate the sale ol dislrcssed properties, 

(;ommercia! real estate mort^ges that hack OMBS are typically stnicliireti so 
thitt mortga^ bornweis arc required to make monthly ]>a\incn(s consislcnt with 
a 2t)- to 30-year fniioili/ation schcvluk. but liavc a shorter tsa-m, which requires 
the borrower to make a bullci or balloon piymcnt as the term reaches matuiity. In 
other words, the term of the mortgage may he five years, but unlike most residential 
mortgages, at the end of the commercial real estate loans, most of the pnncijwi has 
not yet been repaid, leaving a very large final payiiKint. As a result, most commer- 
cial mortgages are refinanced, that is, a new loan is sought at t lie end of the lenn. 
(knnmercial lenders often make mortgage loans with liic tiruierslantling that bor- 
rowers will seek to refinance when the buiicl Irecomes <liie. 

As discus-sod in further detail in 'T ARP ['utorial; SecuriliMtion” in 
Sectiosi 2; "TARP Overview" of SlCVlARP's April Quarterly R<>port, securities is- 
suance proviries financial institutions a si^ificanl source o(’ liquidity to make new 
loans and refinance existing Icwns. When the ("MBS market shut: down last year, 
commercial mortgage borrowers discovxircd tliat commercial lenders wens tiot will- 
ing to refinance commercial real estate loatrs. Because many borrowers are imafile 
to make liie final imliet paymem without (inaneiug, this has created a poietitial 
crisis in the commercial real eslat:e nvtrkel:. 


AMiich CMBS AMU Meet Collateral Eligibility Requirements? 

!n order to qualify as rAl.,!' collateral, new ly issued CMBS and legacy (TMBS must 
meet a numlwr of cligil)iHty renjuirements. -Some eligibility rcquironients are the 
same for liolh newly issuisl and legacy C’.MBS;'''^ 

• Idigibic C^MBS must evidence an interest in a trust fund consisting of f'ullv' 
funded mortgage loans and not other C.b\lBS, otlier securities, interest: rate swap 
or cap instniments, or other heviging instruments. 

• f.ligjbie CMBS must have a credit raiittg in the highest long-tonvT investment- 
grade rating category' from al least ivvo T.‘\I.I- ( AIBS-eligible rating agencies ami 
must jkH: have a credit rating below the highest imestment-grade rating categmy 
from any lALF CMBS-el^ible rating agency. 

• Ffijgble CMBS must entitle its lioklcrs to payments oi principal and interest. 
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• l .ligible CbMl>S must TU)t be issued by an agency or instnimentality of the 
I'uileii Slates or a (^kncnuuenl-sj-jonsored enterprise. 

• I' ligibic C;MBS must include a inortgfjge or similar instniment on a fee or lease- 
hold inicrcsi in one or more income-generating commerciai properties. 

Some eligibility requirements for newly issued CMBS arc similar to require- 
ments for legacy CLIMBS with minor, but im|iojtant, differences: 

Newly issued CMHSd'^ 

• I Jigible non ly issued C iNIBS must esidence first-priority mortgage loans thiit are 
current in pa\‘meni. al the time of sccuriliz;rtion. 

• Idigibie newly issued OMBS must not be junior to other securities with claims 
on the same jroo! of loans. 

• baclr properis’ imderh'ing eligible nenh' issitod CMBS must be located in the 
United Slates or one of its territories. 


legacy CMBS:'®^ 

• Eligible legiit:y CMBS must not hiive been junior to other securities witli claims 
on l:he same pool of loans ujron issuance. 

• As of the lAl.F loan subscriiMion date, at least 95% of the properties underlying 
eligible legacy CMBS, by related kan principal balance, roust be located in the 
United States or one of its territories. 

• If issued during or after 2005. eligible legiicy CMBS roust be “suirer senior" in 
priority at the time of tlie 'lAl.r' kvtn, mc:jningthc ht)lder Is cntitlwl to first pay- 
ment. it became common practice in 2005 to siib-tTanche (or i’urther subdivide 
cash flows), and ’lAl.! ' will only accept the most senior of these suit-tranches in 
the liighesi: raiing categoiy.'*^ 

I 'or ("MBS, the federal Reserve has rctaincti the scniccs of a collateral 
riKvciitor to evaluate ABS to ensure that specific risks to ttic I cdoral Reserve .and 
'Ireasury are miVig?»(:od. For more on the role «)f the collateral monitor, refer to the 
"C-ompliance ami Fraud Provenlion'’ discussion later in this section. 

Nationally Recognized Statistical Rating Organizations for CMBS 

Ihe rating-s .issignod by N'l^SROs to (.'MBS arc devcle^d ihroii^i melhotiologies 
int ended to proviLlc. a depiction of a finandal instrument's likelihood of default, 
or riskiness, NRSRO iTiethodologics often involve proprietary models, drawing on 
basic assumptions about tlie MBS and cornyvirisons of similarly structured invx'st- 
mcjits, w hich may jteriodically be reviewed and could result in changes to ratings 
issued by an NRSRO. 


Ccl-Jteraf l.ioa.'e,-'- Independent th'rd : 
'parfy engaged by the Federal Rsser/e | 
' 'v. to assess ttie nskiness of the unasriy- : 
mg mortgage pools 
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Xlie rating Issued by NRSROs are intefyal topa!lici]><ilk)n in the S Af ,f pio- 
gram. The teims and condilions of I/M^F have mo distinci rcc|iiirenienls related to 
ratings for pledged coliateral: 

• the lime of subscription for the TALF loan, pledged collalenil must have the 
highest long-term investment-grade rsjtingciitegor) !tr«.. A,\,\) irom lv\o or more 
lAI J'-eli^ble rating agencies. 

• Collateral cannot have a credit rating less ihsm liie highest rating from any 
XALF-cligible rating agency; nor can it be currenlh' on revieu or on watch for 
downgrade by any of the a|^roved NRSHOs. 

If collateral plet^ed for a I’AI .F loan does not possess the necessaty ratings, the 
Ijorrovver may not pledge that collateral as security for a i'AI .l' loan, 

Prior to the expansion of TAIF’, the I'edentl Reserve would accept ratings from 
S&Fs, Moody’s Investors Service, atid l-'itch R-atings for non-morlgagc-backevi 
ABS. On May 19, 2009, the Federal Reserve atmounced the addition of two new 
NRSROs to its list of acceptable NRSROs — DBRS and Realpoint. I J ' — spedf- 
icaliy for their c^>erienccin dettlingwiih CaVlBS.'*^ 'Hicse live NRSROs are known 
as lAlF-eligible ratings agencies, because the ratings they issue niiiy be relied on 
Ibr determining collateral eligibility. In light of FAl-Fs cxpansitin to additional asset 
classes, The Federal Reserve will pcriotlically review its use of NRSROs for the 
purpf)se of tielermining TAI ..b-cligible ARS.’’’''’* 


Potential Downgrade of CMBS 

On May 26, 2009, Sf^P's pro}>t)secl clvmgcs to the mctltcHlology' it uses to rale 
CMBS.'*'’'l he change in methodology will likely cause significant: downgrades for 
CMBS issueti within the past three years, particubtrly' with respect l:o tlie liiglicst 
lt>ng-lenn rating. It is Ijcing re^wrlcd (!\fit, “25%, 60%, and 9()%> of the most senior 
tntnehes of the 2(X)5. 2006, atid 2007 issuances, respectively, could be downgrad- 
ed."'^ On June 26, 2009, S&Pallinned that it would adopt this stance.'^' Because 
of the eligibility requirement (hat collateral cannot: have a credit rating less than 
the highest rating From any major TAl .F-cligible rating agency, these downgrades f)y 
S&P will render a signilicjint portion of the legacy C.iMBS market inoligiljlo for par- 
ticipation in tltc TAJ-F program. SKf lARP will follow these developments closely 
and report on substantive changes to pre^ntm design in suhscijuent: reports. 

Haircuts for Legacy CMBS Collateral 

Simitar tf) collateral requirements Ibr other tyyxvs of ABS coliateral, rALF loans 
secured by CMBS require borrowers to put up a jx)rlioti of their own money; or 
the htiircut. Tlie amount of the hstircul is designed to ndlcct the itiherent riski- 
ness of the collateral and the potential (or it to decline in value. 1 liiircui s (br newly 
issued f !MBS will be at 1 5%, increashtg by one pcrcotvlage point Ibr each year of 
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EJtAMPlE GMBS EFFEGtlVEHAIRGUTGA^^^ 

CMBS 

Value 

Expected 

Life 

Par 

Value 

Market 

Value Haircut % Haircut $ 

IMJ 

loan 

Effective 

Haircut 

High 

Five Years 

$1,000 

Sl.OOO 15% $150 

$850 

15% 

Medium 

Five Years 

1,000 

70) 15% 150 

550 

21% 

Low 

Five Years 

1,000 

400 15% 150 

250 

38% 

additional 

as-erage life 

over fis'c 

years. -Mthough also at 15%, 

haircuts oi 

1 legacy 


(.IMIIS pro\ido an a(lditu)n;(l tochnical-dounsidcpmtecdon in that "the haircuts 
arc ijased on a perccniagc ol pir vaiue, but apiplied on a dollar basis to market 
prices. '■* 1 or example, assume that a l.M.F Iwrrovvcr pledge.s legacs'CMIiS uith 
a piir vaiiu; ol’ S 1 ,000 lor a I/\] ,1' kwin. Ihe CLMBS hat'e an average life of five 
years, which would rctpiire a I hiiircut from the borrower. If the l^cy C’.MBS 
were, trading at (iiU value, the boirovver could get a brnn for S850, putting uji S i sO 
(taking a $ ! SO haircul'i. If, however, the legacy CMBS are trading at $700, the 
borrower will only bo able to secure a $sS0 'lAl.!- loan (the haircut is still $lsO hut 
it now' n.presents 21% of the no\v-!o\ver market value). This formuliition creates an 
"effective haircut” ihai: considers the projxnlion of the haircut to loan amount. I he 
lower t he market value of the legacy (l.MBS, the higher percentage of ntiirket value 
will be the haircut. See. 'labk* 2.21 for scenarios based on cHITering mitrkel values 
forlcgttcyCMBS. 

Oalciilating haircuts in this m.'t!tncr acknowledges that iegjicy CMBS witli large 
differences Ixitween par vjiliie and nraricet value are generally likely to be cxjxirietic- 
ing perfonnance problems ^vilb the imderlring assets. I his aj^mach to calculating 
the required hiiircut minimizes the loan amount extended by the f ederal Beserve 
and thus tire jiotetitiai exjDosurc to loss. 

Haircuts are designed to consider the weighted average life ol a security, which 
provjcle.s insight regiirding iiow- mjmy years it will take to rqiiiy i he prineij^id. Tlie 
loans imcloriyitig a CMBS I j'j.ijcally hiive a longer life fhiin tliose of non-mortgage 
ABS. Hie standfird hiiircut lor CMBS is I $%. 'lb see the C:MBS Itaireui percent- 
ages across a range of average. Hie for the imtlerlying collateral, sec Table 2.22. 

Compliance and Fraud Prevention 

As discussed in dcliii] in Section 4: “l,.(>oking Forward: SIGlARBs 
Beeommendations to Ireasury ’ ol'SlG'l ABB's .A}>ril Quartorh' Report, SIG FABP 
made a series of recommendations n’garding T \1 .F program meclianics and fraud 
]>ro\ onlion proce<iures. Subse(]uently, in two letters to SIGXABP, dated 
May 5, 2009. iind May 22. 2009. the Board of Governors of the Federal Beservx! 
)X!sponded to man)' of the rccommendjilions from the past quarterly iqiort and 
outlined plans to irnplemem pnicediircs to address these concerns in subsequent 


'f’a'r . .'j? The dollar value assigned 
to. a se.. '■•ty bv the issuer 



TiDflLE 2,22 


CMBS HAIRCUT PERCENTAGES 


Average Life (years) 


0-5 

6 7 8 9 
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Souit«i FRSSY. 'Tsrw Asset-Backed Securities Loan I-'aci!tty: 
■fetmssixlCcBiSitioM’ Vi9/5!00?>, ww.newywkfed.otg/ 
eccsssed 5/19/2009, 
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PmKry Dealers; 

tiesbroker-d".'! ■> n i'.'k; ih n.:>. 

:Goyefriment securities with the Federal 
Reser.'e bank o' ■'’ort: for the 

ooerations Tee'e are currently 16 
priiTiary dealers. 


TMP operations. Those letters are included in Appendix G: ■CorrespondoTice 
R(^rdii^ SIGTARP Recommendations.'' 

Compliance Summary 

Under T/\I-F, the priinan' siealers are responsible for many of I he compliance-relat- 
ed actKities, including performiitg due diligence reg,'irding the eligibiiitv of piedged 
.MIS and the TAl.F applicant. Specifically each primary dealer is responsible lor 
applying its "Know Your Customer’V ’i\nli-Money I aimdering identificaiion 
program to each lAlF borrower and mjjkinga rcprcseiUation to 1 1U>N\ lhat llie 
borrower is eligible for participation in TAI 


JvrfnriberdeUii! re'^ardin^ the prinuvy 
ikaiers role ni. lAl.h w Swiioti 2: 
■■TAIIPOunini oj blC.I \rp^ \p-il 
Qmnerh Report. 


CMBS Risk Mitigation through Collateral Monitoring 

In addition to haircuts, which aix* jircdetermined, fixcti percentages, l-RRNA' will 
conduct an actual valuation of any pledged collateral using adverse ccomimfc 
assumptions to determine the mavimum price at which it will Ijc willing to lend. 
This niay lead to lower ’I>U.F loan values than would have beeti issuetl relying 
solely on liaireiils for risk mitigation, and this pniclice is designed to ensure that 
the total amount of money lent to the iKirrowcr will not exceed the total value of 
the (.iMRS should the market continue to deteriorate. The pn>cess will also help to 
rioter collusion, in that a prop<»se<l price llvtl is deemed too higlv may Ite reject ed 
by the Fedcml Reserve. FRRNY hits retained the senices of a collateral motiilor to 
assist with this collaterfil evaluation using cerlaiti eligiltility reciuiromettts provided 
by the f ederal Reserv'e. According to FRBXY. the collateral monitor will also assess 
the pkniged cnllalera! pool for diversity o(’ loan size, geography, jvrojierty (:y|ve, and 
borrovver sponsorship to avt)id over-concentration in any particular sector. T he 
(a>liatenil monitor will "esiimafe the value of the collateral under adverse eco- 
nomic conditions, and the FRRNY will not make a loati thtit exceeds the stressed 
valuatiotj.”*''® 

for cximijyle, a stressed valuation periontied by the collateral monitor may 
evaluate the |vcrfonnance of C^\!BS in light of ittcreased unentpioymettt, j\ny 
increase to the unemployment rate vvrnild likely decrease the need for coqTonite 
office space, thus increasing vacancies anvl reducing rent collection. Ckimmercial 
borrowers tlvu recently took out a mortgage for the development of office space 
tnay thu.s default on the mortgage because ofless income, which subsetiuently 
woiilil harm the performance of (iMBS. The collateral motiitor’s evaluation may 
show thiTt CMBS with a market v;iiue of S6()0 iind<a- current ecx, atomic conditions 
would be worth $400 if the unem]tlo\TOcnt nite iivcm-tses. Under t his scenario, 
a TAIF borrower pledging the CMBS as collateral for a I'Al 1' loan wotild not be 
grante<l a lo^m greater fhatt the stressc'd value of S400. Specific ittlorntation nhout 
the f ederal Reserve's stress valuation ol ('MBS will not be made public. 
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On June 16. 2009, ( R1>NV announced the retention ofTreppLLC as its first 
coilaienjl moniior for l,hc iissessinem of CMBS ehgjbilit>> both new})- issued and 1 

icgacy. According to rilliNY, I'repj> will “assist the New York Fed byproviding ^nlu- 
alion. modeling, iinalyUcs fmcl re}>ott1ng.”‘'° l-'RBNY further clarified that it may 
rely u]>on other linns as collaltTai monitors. 

Risk Mitigation through Prepayment 

I hi e\p,msum of !A1,I includes additional protections to limit the Federal ; 

Uesenes exposure to losses from collateral decHningin x-aliie and to encourage 
borrowers to repa)' priitcii^^il instead of itbandoning the coHateral at the end of the ! 

lAL! ' loan term. i 

Any rcntiilance ol principal for Icgain- CMBS must be used immetliateK' to 
pay clown the I A1 ,1 loati in pro|>ort1on to the haircut of that loan.'"' In the case of : 
CMBS. these, priticiiral remittances (K'cur vshen a borrower prepays the mortgage, 
oiilitling the securils' holder to pavTuent beyond the security's normal cash flow. For 
example, if a I All' borrower obtained a three-ye-ar T AIJ* loan with a 15%hjurcut, 
the borrower would keep otdy ! 5% of any principal remittance, and the remitin- 
ittg would go to 1 HBNY to pay dowu the loan. In other words, if $1,000 of : 
pn’ncipol was remit ted, the borrower xvould recewe $150. and $850 would go • 
l;() I-’BBNy to pay down prineijw! on the boirower's BYLF loan. ; 

A second C?.M B.S risk tniUgatloir itivolves the use of interest payments received 
by the liolder of the CIMBS, 'Ihc interest: generated by the CMBS is received by ; 
1 RBN\"s custodian and distributed in the following order: 

• ]iay interest on lAl.,!' loan ; 

• pay t he 'I AI i' borrower .subject t o a ettp j 

• ]iay down oulsttinding principid on the 'lAI..r' loan l 

Assuming the interest received from CbMBS is greater than inteaist parable on ! 

the ’! ALF loan, interest will bo remitted to the ’IA1..1 ’ borrower until the following ! 
limits are reached (on a iive-year f ALF loan) after svhich interest will go to ptiy I 
down remaining jirincipal on the 'IAI...F loan; j 

• 25% of the haircut amount (annually) lor the first three years of the TALI- loan 1 

• 10%; of the haircut amount during the fourth year of the. lAl.F loan J 

• 5%' of the hiiircut .imotint during the fifth year of the J>\LF loan i 

For exiiimple, if a I AH' boirower puts up a haircut of $100 fora fhe-yciirlAI J' ’ 

loan, the interest: remitted to the borrower from the CMBS — abweand inn-ond 
the interest that is iwid to the f ederal Reserve for the loan — cannot exceed $25 ; 

for the finsl year. $25 j'or the second year, $25 for the third year, $10 for the fourth 
year, and $5 for tlie fifth year, All pininenfs more tlvm these amounts go to the ; 
Federal Reserve to repay the princi|x»l on the loan, in this way. the sutrendcring of 
assets at the emi oi the lAI f loan term will l>e discouraged as some princi|>al will 
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hsB'ebeen repaid and the borrower wilf ha\e retained same "skin in ihe game.' 
(Otherwise, a borrower could recoup its entire hiiirciit and prafU, ami liave no 
mcenthe to pay off the loan, and reacquire the CMIIS. at the end o! the ioan- 

Fraud Risk Assessment 

In a Ma>' 22, 2009, letter to SIGTARP, the Federal Rcseive indicated that f RDM' 
had retained the services of a law firm to assist in the pcrlonnancc o! a compre- 
hensive fraud risk assessment for According to tlie l edcraJ Rescive. the 
stsscssnvent “will include a review of fnnKl cases and investigation consiiilation 
with a wide range of relevant law entbrccmenl, government agencies, academics, 
bvv limts and public and private investors and recomtnendal ions regarding addi- 
tionid measures, stratc^es or controls to reduce the potential fraud risk asscK-iated 
with the SIGTARP hits met with l URNA <ind n representative oi ilie 

law linn. 

AdditionalH; FRBN\' is developing an inspcct ioti prognnn of the primarv’ deal- 
ers facilitating liMJ' loans to ensure they are pcribrming the rec|iiircd due dili- 
gence ol collateral and borrowers. 

Performance of ABS Markets 

On June 4, 2009. the president and cin'cl' executive of !■ RBNY. Wiiliatn C, Oudley, 
addressed the Securities Iiulustiy and Financial Markets Associatiott and Pension 
Real fistate .•Xssociation's Publjc-Privalc Invest mettt I’rogram Sumtnit in New York 
C'ily reganling J AI-.F. 

During the remi»rks, Mr. Dudley stated, “ TAl.,!'' itwns have ■K;coutttecl for a bit; 
more than half {>f tJrtal issuance volume of AB.S (since tlic initial '^I'Al 1' subscrip' 
lion)...tbis means that the TM I:' is helping to restart: the market, rather than the 
’! Al.l' Wing the market Additionally, Mr. Dmilev' nol:ed t hat:, "spreficls on con- 
sumer AUS have been eoniing tlown sltarply I'ntm their peak levels reached lat:e fast 
year. I'or cxitmple, ( he spreads on AAA-rated credit card ABS liavc narrowed frotn 
it peak of about 600 basis points over l^iBOR t;o slightly aijove 2t)0 basis points 
cutTciitly.'''' 
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Public-Private Investment Program 

On March 23, 2009, ircasur\; in combinaikm wth FDIC and the Fetleial Resene, t 
announced the Piihlic-Privale Investment Program ("PPIP”), a S500 billion to j 

S 1 trillion clTort lo improx’e the health ol financial institutions holding icgac) assets I 
on their lialance sheets anil lo restart frozen credit markets.'*’;^ noted by FDIC, 
these Iroiihted ioans and securities “hat'e. deyircssed market perceptions of banks h 
anil impeded new lending,"**-’ PPIP is desijffied to purchase these legacy assets I 

from institutions through mutfi]5je [hiblit-lhT\'ate investment Funds (“PPIFs") 
liimied by (iovernment and private-invesfea" capital as well as desirable debt financ- 
ing. I’PIP will initially locus on assets related to mortgages on residential and com- 
mercial real estate.'*'* .\i irrogram announcement, Ireasury’ declared its inlention to i 
coinnvii up lo S 100 billion to PPIP iind the e’ipansion of 1ALF to legacy assets.’** 

On July H, 2009, Treasury announced that it w ill initially invest up to S.30 billion of f 
equity and debt in nine PPIFs for the purchiise t>f legacy' securities.'** 

Understanding the Current Environment 

PPIP’s success in meeting its goal of taking toxic assets off of banks’ books is 
d<?pendenl on ijanks' willingness to sell such assets. In order to assess the incentive : 
for banks to particii-xile and sell their troubled a.ssets, it is necessaiy to imdersland i 
how institutions must account for these assets. Companies have traditionally held • 
certain assci s — like sl ixtks of other companies and asset-iiackcd securities ("ARS ") 

— on their books at nvirki^l value. Accounting staniiirds required banks to value i 
cerlain assets at the current market price (i.e., mark-to-market). CiHiseqiicnily, if i: 

the market value ileereasctl, the company liad to recognize a loss on its babince j 

sheet eqiiiil to the amount of the dr(X|> in value of the .security, even though it Itis j 
not. sold it. Similarly, if the nvirket value inoreasiHl, hanks could rcci^ize a gtiin. or 
jirafil:, on their balance sli«?et, improving their capital ^xisilion w ith no acmai sale ij 
taking place. I he mark-to-market met hodology is a snapshot of value — it does not ,i 
cajinire the expected future earnings or the expected lil'etime losses of (he ssH-uri- j 
ties,'*'^ Hili juid and inact,iv<? markets make this fiiir value tleicnninalion more dif- i 
ficuit. The recent: turmoil in the economy caused the market value of ABS to drop : 
significantly, and. for some legacy seeiirities. the market ceased to e.xist. As a result, i 

inst:itu(.ions iiavo htid to rixrogiiiz.c losses on their lialance sheets rellcctive of the ■ 

much Joiver markei \falue of ihcst^ assets. 

The economic crisis focused scrutiny on the Fin/ineislAccounling Standards {• 
Boatii (‘’.P;\SB"), w'liich sets coqioratc accounting principles, and lai nvirk-to- [: 

market accounting. Ihis .scrutiny Is bastxl on the belief that the current market | 
i.s priceii for a ‘fire sale, ' and not an "orderly transaclion~ between ‘‘infonned 
parties."”'* As a resuli, Section 13.3 orFl:,SA mandated that the Securities and 
Exchange Ciommission (“SiT-”} conduct a study on mark-to-market account- 
ing standards and vvhelher it sliould be a governing accounting standard. On j; 


;;!;r.Tggac>-A?ssts- Also knowR as troubled 
^ or to)ac assets, legacy assets are real' 
•oi-^slate^’elated loans and securities • vy 
^ tS'iflegacyJoans at^ legacv securities) 
"Stbaferemainion banks' balance sheets'^ 
.::v.Yand;tft3t:have^lost-value, but.are.dif'. ..'■•.y 
•.. flcuit:to.pnGe-due:to therecen^ market ^ 
disruption ^ 

• 'Yeoaldbeboughtt'i .n„.i 

fair market value on a centinua' basis 
with penodte changes 'n the far value. 
Fluctuations ill value are shown m the 
'■ . corporate eanings 

'ii'iic^iidma'k'eE'An‘;irKi>r m 'z.T'Y"; 

assets cannot be quickly converted to 
cash 

^'afvai'je The once that would be 
received by the holder of that asset in 
an orderly transaction. 

when an asset is re-valued or sold. • 

iTAoB'j. Established in 1973. FASS ■ 
is the regulatory body responsible for 
• establishing rules for financial account- 
ing and the reporting bf public, private, 
and not-for-profit companies. Those 
standards “govern the preparation of 
financial reporte and are officially .-ec- ; 
ogmzed as authoritative by die Sacuri- ■ 
ties and Exchange Commission ["SECT ! 
and the American Institute of Certified ; 
Public Accountants [regulators].’"*" 
These standards are necessary for 
investors creditors, and others to rely 
on the accuracy, transparency, time'i- 
ness, and comparability of financial 

' ' ''statemeriW-i^tl® 
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f ndi->i-hlAno^ii*'<.iP|^Standdtcrl574 - 
ifASib.’-r) On April 9. 2009. FASB ,-| 
issued FAS1574 to offer more clar%.., .. . ■ 
on; valuing arid accounting for assets “ 
in an inactive market wtien pricing 
represents distressed conditions; 

I f y Loans Underperfonning real _ . 
estate^-elated loans held by a bank 
that It wishes ,to sell, but recent mari<et'' 
dsrupljons have made difficult to pnce/' I 

LeguvSpairitiPs' Troubled real 
estate-related securities (residential 
fflortgagebackedsecurrties. commer- 
cial mortgage-backed securities, and ^ . 
;ass€t‘backed.':secur)ties):lingenng.on . 

: institutionsL'balance sheets because • 
their value could not be determined. 


December 30, 2008, the SEC provided a study rcsullin^iti recommend.itions 
for improvement in mark-io-market rules relating lo ihc iippiicalion of fair 
value measures m illiquid or inactive markets.*®' 

ITierc areai^uments for and gainst mark-lo-nwrivct account ina lor legacy 
assets. According to the Chairman of EASB, the niiitk-lo-niarkci accounting 
is seen in the current environment by financkil institutions and tiicir trade 
groups as "overstating the extent of losses and capil.ij erosion anil as a fac- 
tor exacerbating the crisis."*®' On the other siik^ of the argiiineni, investors, 
(inancia! anaK’Sts, and other users of financial ri-jxirting 'have urged II rX-SH! 
not to suspend or weaken the current requirements. Icjiring that uould enable 
institutions to improperly avoid or delay l he rccognit ion of economic Josses 
and depleted capital. "'®’ 

On ..-Xpri! 9, 2009, F;\SB Issued lananciTi Accounting Stainiard i 5 7-4 
{“E-\S5 57-4'''! to “establish a consistent dcfinii.ion of fair value"’ and provide 
a fnimcwtitk for valuing assets in dilTering market conitilions.''*’ 1 AS I o 7-4 
offers further clarification on which type of assets {i.e.. coinpiuiy stocii) should 
rely on mariict price and which assets {i.e., ABS) can use other valuation 
methods when the maT^vets arc not orderly. Ihis clarification directly alTects 
(he legacy a.ssets being purcha.sed by the PPlI s. IAS 157-4 may allow banks 
lo hold assets on their balance sheets at a higher v-alue than t he previous rule, 
W'ith the legacy assets now valued hij^ier on their balance shixiis, institutions 
may be less willing to sell their assets to PPlf's Ivccause (hey would have lo 
reci^nizc as a loss (and a reduction in their capital), the diOcrcncc between 
the Willie at which they held the assi'l oii their books and live price at which 
they sold it. 

Program Details 

In response to the economic crisis and tlie problems with legacy assets, 
Ireasury has announced progriinrs intended to help remove (lie troubled as- 
sets from the balance sheets of banks and to restart illiquid nvarkels, Pl’lP, as 
originally announcetl, would pmvidc between $300 billion and $1 trillion of 
capital for tlve purchase of legacy' assets ihroujdi the following ]vrogrmns: 


• Legacy Loans Progrtim: PPlFs purcliase legacy loans with TAKP funds 
an<! private-equity capital comhiiied with !'i)IC-guaranteed ilebt. 

• Legacy Securities Program: Pl’lf s piircliase legacy securities using 
lAHP funds and priv-ate investment capital combined with lABP-issued 
delit anil/or optional leveraging (ixim t he expanded i AI.I lor l Af .f -eligible 
securities. 

• Expanded TALF: live Fedcrai Reserve hits expinded eligible ABS to 
include CMBS and is considering e-\pansion to BMBS. 
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legacy loans Program 

inn<ni!iv.(ti t!u J eg^c)' Loans l\ogram was designed to purchase hard-to- 
\ ilia 1 C il < s! itc 1 C* lied loans ['rom financial institutions.’^ In the Legacj' I.oans 
Pii>”t iin fit isiin %M>ulci form PPIFs wilh private investors and would match the 
pnx lU insisimml dollar-for-cioliar (i.e., for everv’ SI invested by the private mves- 
ior. freasiin woiikl also invest $ I ). I I>ICi would provide a debt guarantee of up to 
lOi I I kvtrigt ratio ii.t,’., tic'bl-to-cqiiity ratio) on the pool of loans. Ihe allowed 
amount of lc\'er;igc would be predctcmtined by I’DIC after an independent, third- 
pailv anaivsis of the loans. 

(,)n lunc 2009, M)K] announced that, although it is continuing to dev'elo[> 
the l egacy ! cans Program, the progrjun would be postponed indefinitely- It cited 
t o.cent succ essrul capital-raising efforts l>y financial institutions as reflecting 
"renewed investor eoniidcncc in our banking sv-stem."*®^ SIGX'MfPwiil provide 
updates w'iu^n more inldnnation on the Legacy Loans Pro^mis avaibble. 


for more iniormntum on the Lesnev Loims 
hnorim sa Sutnii 2 lUU'Oi nuir" 
tn (^mnerly Repori. 


legacy ^currties Program 

According to Ireasuiy, "the legacy Securities IVogramis intended toiestart the 
nviricel For hsgttcy securities, allowing banks tnid other financial institutions to 
free up capittil and stimulate, the cxteivsion of now credit."'* Le^cv' securities arc 
ABS supported by a pool of real estate-related lojins, iind for the purposes of PPIP, 
issued helore January 1. 2009.'“ Wv'ittc invcslots and Treasury vrill co-invest to 
purchase lhc.se assets from banks, insurance companies, mut ual funds. jH'iision 
Funds, and any other eligible institntions.^ 

In tlie t,ogac 7 Securities l^mgram, I'rcasun' will invest equity alongside pri- 
vate investors in a PPH'. In addition to the equity investment, Treasun' will also 
offer debt financing equal to or double the amount of the private investment. 
Fuithennore, rreasiiry and the f ederal Reserve will allow the PPII s to obtain ad- 
ditional financing, up to cert;rin limits, from the 1-cderal Reserve's f A1 .1 program 
for those assets that are eligible for (currently only (.'.MI5S).®’ 


Expanded TALE 

'! he I' cdonil Reserve, as described itt the prcvTi>us "’f'enn .Asset-Hacked Securities 
loan facility” discussion iti tliis report, has expanded its eligible asset classes to 
incliulci legacy ('’MRS. I his e.xi>anston allows, but dot's not require., partieij^ants in 
pimp’s I JJgaoy Securitie.s Pnigram to also participate in TM-F, subject to applicable 
haircuts, According to 01 'S, “haircuts will be increased so th<»t the cotnbinalion 
of 'i'reasury- an<l l Ali -siiiT^Tlied <iebl will not cxceeti the total amount of lAl .F 
debt that would be availalile leveraging the f’Plf' equity alone. See the previous 
"lerm Asset-RatActl Securities Lci<>n f-acility" discussion in this section for more 
information on the mechanics ami the eligible collateral of TM-F. Ifeasuty and 
the federal Resoive arc continuing to assess whether to expand TALI’ to new and 
legacy RMRS, but, as of junc 30. 2009. no final decision has been made. 
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lenk:rs 


= A--. 

.[ptllStelBWSfeRS:, : 


PRP 


MBS* [CA^I 
SELLER BANK 


Souress; 0(’S, "Legacy Seciirfties PiifciiC'Prtuirte lrh«>slmer!l 

fScaivKl from SIGTARP 7/irio09; OPS. ‘Piiblic-PtwBte ' 

)er,' ,V?l'2009.viw.1re35.go''. 




I.egacy S>ecurities Program Process 

’Ihe following sJeps detail the process forjxjriicipation in the l egacy Securiiics 

l^ogram and F%ure 2.12 details the flow of ciish and assets; 

1 . I'und managers apply to Tre^isury’ to participate in ( he ]>rograin. 

2. i^Tprovcd fund miinagcrs must raise necessiiiy- private capital (or tln^ PPli . 

3. Ireasuiy matches the capital raised, <lo(lar-for-dollar (up to a ]>rcdetcmjinecl 
nraximum amount, currently Sl-l billion). 

- Treasury’ also receives warrants soil can liirther partici]iale i( profits are 
earned by the PPIF. 

4. 1 und managers can borrow additional money from Trcasun’. 

- Managers can borrow 50-100% of the total equity investment (ctinenlly 
$1.1 billion or up to $2.2 billion). 

- If managere take no more thiin 50% financing irom Treasury. PPIf- may re- 
ceive T'\l.F loans for T'Xl.F-eiigibie assets (subject to k-verage linrils) or other 
ihird-ptrty' del^. 

5. Fund miiruiger purchases and manttgcs the legacy securities itnd provides 
monthly reports to Treasury 


There are many pai 1 ici|j:ints in tiic oj>eration ami oversight of IM’IP. lrea.siiry', 
in ptirticular, Iws many roles. Table 2.2.5 describes the pirticipants and their 
rcs^H’Cfive roles. 


TABLE 2.23 


PPIP PARTICIPANTS AND ROLES 


Role 

Participant 

Description 

Investor 

Private Investor 

Treasury 

r-ufKi Manager 

Invests in a PPfF to purchase legacy assets 

Provides an equity irwesfment matcNng the contributions made by the private itivestors and fund manager 

Required to invest at (east $20 miilion in the PPIF — limited to 9.9% ownership of ttie total capital provided by 
private iiwestors 

Letidsr 

Treasury 

Lends PPIF either 50% or 100% of the v^ue ot the total equity investment 

Third Party 

Lends to P?f' — can be private lenefcs' or via TALF — subject to leverage caps 

PPIF Manager 

Fund Manager 

Will make investment decisions and man^ the opwation of the PPIF paid management fees 

Administrator 

Custodian 


Valuation Agent 

Values assets pwchased by the W1F 

Oversight 

StGPVtP 

Treasury-OFS 

Allows access to all persoreiel and records involved in the activities of the PPIF 


GAO 



Souree: Treasitry, 'I 


■ Wsnt stxj Taroi Shea ' 7/5’20i)9, »vw.&ianca«abii^.goy/(toci/&pro*_LOf,.T«ijn.aieea4)£*, accessed 7/S.'2009- 
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PP!F Manager Selection 

According lo I roiisiir}' oi'licials, fund manager selection was a multistep process 
iha! l)cgrin willi the iiiitiai applications; followed by minimum criteria review; then 
litial comraifteo rc%ievv, iiilerviens, and comparison; and culminated in the selec- 
tion of fund managers. All of the applicants were reportedh' evaluated by a commit- 
Ico ol live voting mornbors and two non-wting members.’® 

Ireasurj' reported that it initially received 141 appHcalions and narrowed them 
down to 1 04 ajrplicanis based on incomplete or dupllcath'c applications and other 
e]igil>iiily critcri.'i. lire 104 applicants were then corr^rared against the miniinum 
criteria. I ailure to moel any two of the live criteria r<g>oitedly disqualified an aj> 
plicani . According to Ireasuiy ollicials, these criteria included, but were not limited 


• n demonstrated atrility to raise $o00 milJitm of private capital 

• a demonsi rated experience investing itt eligible assets 

• foiring SiO biliion tti eligible asset.s under rruinagement 

• a demonstrated capacity to nmnage the fund consistent with Ireasiirv-’s goals for 
the program 

• Ijeing lieadquarlcred in the United States 

After eliminating the non-conforming applicants and droyrouts. the committee 
itarrowed the possible fund managers to I I for further review; interviews, and rank- 
ing. Upon compietioit, Ireasury announced the following fund imnagcrs;®'’ 

• AtlianceBernstein, I..P. and its siib-athisors Gretntfteld P.irtncrs, LI.C!, and 
Rialto (a»pil:al Management:, 

• Angelo, Gordon & C]c>,, L-R. and GE Ctqrital Re;d l:'.st;ire 

• BiacltRock, Inc. 

• Invcsco I..td. 

• Marathon Asset Management, 1..P. 

• Oaktrt'c (.'apital Management, .I..R 

• Rl,.] Western Asset. .Mftnagement. 1.-R 

• I he TOW Group. Inc. 

• Wcllingl:on Mamtgcinent Gomyiany, f...l.,.R 

In addition l:n the 9 announced fund managers, 10 leading snwll-, veteran-, mi- 
nority-, and women-owned itusinesses will provide "meaningfur' partnership roles 
to the RRfl's.‘“’ f hese roles inclucfc, but are not limited to, asset management, 
capital raising. f)rol«:'i'-<lciiler, investment sourcing, research, athisoiy; cash ttianagc- 
ment, and fund administration.-® 
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^ Forthe pur- 
poses ofPPIP, they are cash. Treasur-, 
ies. money market mutuaHurtds, and ; 
interest rate hedges. ' : 


Terms Agreed to by Fund Managers 

On July 8, 2009, Treasury announced the terms of its equity and <lebt term sheets 
svilh the newly selected PPIl' managers that will work to "generate atlraclis e 
rctums ’ through "long-tenn opportunistic inscslmenls. ’^'” ihe debt icnn sheet set 
forth three financing options with respective lexeragc limits forthe i’Pii. Ihc PFli' 
will purchase originally AAA-rated C'MBS and non-agenty RMOS issued prior lo 
2009 and other approv'ed temporary investrociils.^'® 1 he three Ihuincing options 
are: 


1. equity matching, 100% debt financing as a jx>reentage ol tola! equity, and no 
ariditional debt financing is allowed 

2. equity' matching, 50% debt financing as a ]x:rcentage of totrii equity, and a lever- 
age cap for borrowing from a third party at 5:i 

3. equity matching, 50% debt financing as a jKreentage of total equity; and lever- 
age from the Federal Reserve fhroujdi lAl .l' at an amount in combination with 
Treasury that will “not exceed the total amount of TALI debt that vvouM l>e 
mailable leveraging the PPIF e<|iiity alone"-" 

A fund nranager has several options to leverage PPi! funds, de]7ending on 
whether it seeks to purchase TAI .F-cHgiblc securities, I or example, il' a fund man- 
ager raises $50 in equity and receives a matching $50 Tn^asiiry equity investment, 
it hfis thu>c dilferent o|>tions to seokCJovemmcnt leverage lo buy MBS; 

1 . The fund manager can borrow 1 00%' o(' equity (S 1 00) frotn rreasiny as a non- 
nx'ourse lotin and buy a total of $200 vt'orlh of MBS. Under this option, the 
limd manager may not borrow from l AL-F. 

2. The fiuu! miinager can borrow not hing from Trcasiiry and apply the full $100 
of equity to TAI V as a haircut. If a (xirticular MBS has a 20% haircut, the fund 
manager could obtain a miiximum non-recour.se loan from F RBW oi' $400 and 
purchase $500 of MBS. 

3. Ihe fund nwmager ctin liorrow 50%’ of the total equity ($50) from Troasury un- 
der PPJP and seek .iddilional fuiKling from I Ali' lo purchase MBS, l lowever, 
because- of the prohibition of levcrage-on-ieverage in the interaction lietween 
Pf’lP atid fAI..K the total lewrage for the PPIF (using both Trea-siiiy' and TAI. I' 
del)f) is liased on the original e(|uity. In this example, because the ecjuity is 

$ 100. the ma.\im«m leverage at a 20% TAI .F hair<:;iit is $400, Because ihe PPIF 
fimd manager lias already receded a $50 loan i'rom Treasury through PPIP, the 
maximum additional leverage fhjit it can receive Itoiti 1 ALI is an additional 
$350, ^1t^ the fund manager the ability lo purchase $500 worth of MBS. As 
the program was ori^nalJy designed, the PPII' wouici hio e been able to apply 
Ixjlh the PPIP debt and equity' (SI 50 total) to TAI I as the haircut, and in this 



170 


^ARTERLY REPORT TO CONGRESS I JULY 21 . 2002 


cx;imp]e, ha\'o f)ccn ;»f)lc to receive a $600 loan under and thus 

able lo purchase $7^0 worlh of MBS. 

if a Pi^ll is goinj^ to use thir<l-pjjrrt\'debt, the PPIF must form a subsidiaTyto 
fiTiaiice, acquire, and hold the assets. .-Xjiy recourse from the third-party d<At is 
restrict ed to the. siibsidiarv; and no further actions can be taken against the PPII’ or 
its investors. 

M the PPll s begin to have nonriiil operations, the fund managers wfljbe 
required to siiinnit an audited annual report, unaudited quaiterh' reports, monthK' 
rejrorts. and in some cases, rr eekly reports on behalf of the PPIFs. In the monthly 
reports the PPlf is required to report on the followii^: 

• PPII holdings (including CUSIP or IS1N, security description, parxaJue, cost, 
fair market value, and accrued income) 

• purchases an<l sales 

• cajiilal acliril)' including contributions and withdrawals of securities and cash 

• a sumntan' of I ire change in tire lair nwrkef value of the PPIF s investments 

• performance data (inclnding f-nionth, ,^-monlh,ycar-to-datc. latest l2-nwnths. 
since inception |cumtiiative| atid since ince{«ion [annualized]) 

• nianagcmenl discussion and arwilysis of tlw partnership’s investment activities 

• an anidysis of lairrent market conditions 

All PPll s art! re(]uired t o have continuous testing of their sob'cncy and liquid- 
ity. These tests include an aswt coverage test, and, i‘or PPIFs that choose debt 
linancing, a b-vcriigc rat io test. The asset coventgc test requires total assets to 
be i>ropoi 1 ionaily larger tlian total debt, and the leverage ratio if applicable, 
recjuires t he total debt to be proportionally larger lh;u> the total ei|uily. Based on (he 
reijuircments, a PPIF choosing SO'/f- leverage must have an asset coverrtge ratio of 
at least 2255% {i.e., if the PPIF has $100 in debt, then the as.sei value of its portfolio 
must: be at least $225). On the other hand, if the PPII - chooses 100$f debt financ- 
ing, then it must have an asset coverage ratio of at least 1 50?f- {ie., if the PPII' has 
$100 debt, then the asset: value nni-st be at Ica-st $1501. Those PPIFs that do not 
comply with the standards set l)y the asset coverage test or the leverage lest cannot 
[3Hrcha.se any more asset s until the PPII' is in comphiuice and tnust submit weekly 
reports until the PPIF is in compliance. lb determine the value of the assets, 
rreasmy will employ a vahiatioit .-igent th<« will rejtort toTreasuiy its estirnittc of 
the value of the assets in (he funds. 

PPfP Safeguards and Conflict Mitigation 

As SIG’I ARP nois'd in its April Qiairterly Rqwrl, there are numerous potential 
opportunities for Iraiid. waste, atid f»hiis<.' in PPIP. On JuK' 8, 2009, Treasuiy' issued 


CUSiP Unique icentifi-tng number 
;. -'assigf^.to allre'@stet€ci-securrti&5 in • 
the United States and Canada 

number assigned to alt internationatfy ; 
traded securities 

■'OlvOi'.-v A company's ability to pa^ its : 
> debts widi available cash. 

/I'.set Coverage Test, For the ourposes ■ 
of PPIP, a requirement tiiat Pie total as- ; 
sets of a PPIF be proportionaily large.' ■ 
than total debt. The asset coverage 
ratio IS calculated as- ([market value 
of PPIF assets] + (market value of any 
assets held by a subsidiary] -[any 
debt assoctatedwith those subsidiary ■ 
assets]) /total debt. 

) I tve'ago Ratio lest For the purposes 
; of PPIP. the application of the le«e*'age ^ 
: cap to determine if a PPIF exceeds its ■ 
debt limit Catciriated as: total dect/ 

assets minus any debt associated wito ! 
. toose assets. 
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h lilt it‘ tiiii riv 411011 on PPIP vntuep- 
iiliitHu’s iiiu! '^I(> lAHPs reooninuoh'hf- 
l/oit.s. stv bcctiou 4: [ aofiin^ Rtruiinl: 

Sli, lAMI’s l■l^'c•owl}telllhlioIl1 to Irninur)'’’ 
III Sl(, JAMPs Ann/ Oiiorterl) Ik’fKirt. 


updated guidance on safeguards put in place to protect the laxpin er against losses. 
Table 2.24 describes some of the safeguards included in the PPIP debt and equity 
Jigreements. In addition. Treasury announced sjx-ciiic conflict stiindards for PPU' 
managers. 'lable 2.25 describes these conflicts and the ]>ossible mitigating efforts 
put in place by Treasury to protect its investment in the PPH ,s. 


T/«.E 2.24 


PPiP SAFEGUARDS 

interest Resave 

PRF must set aside three montlis of expected interest pay- 
ments to Treasury. 

iiivestfw WidnJfaw^ Prevwtojn 

Investors cannot withdraw investment. The PPIF is sup- 
posed to be a bng-tertn mvestment. 

Ftaid Manager Invesbnent 

Fund managers must have at least $20 million invested 
so they have some 'skm in the game.'' investment cannot 
exceed 9.9% of the total private investment. 

Independent Vi^uation 

A valuation agent is responsible for calculation of market 
v^oe of eligible assets and temporary investments on a 
monthly basis. The same valuation agent will be used for all 
of the PPIF.S. 

Leverage Cap 

There is a limit to ttie amount of debt a FPIF can lake on, 

DistriiAJtion Watelal! 

When distributions are made, there is a defined order to 
ensure rep^ment of Treasury debt prior to distributions to 
private inve^ors. 

Ethics 

fiBid managers are required to develop, implement, and 
monitor an ethics standard. 

Conflict Standards 

Fund managers are required to develop, Implement, and 
monitor a conflicts standard. 

EligiUe Asset Watch list 

In addition to the PPIF transactions, the fund manager and 
its aftiiates must disclose information on all transactions 
with eligible assets outside of the PPIF. 


bEMerage Cop' For fte purposes of 
fPlP, alirnit'to tlie-amount of debt a . 
^PPIF caftassume^based on rtsequity; 
Calculated asv total debt / net assets:- 


Source: Treasury. T.4tl«r of Went and term Sheet’ 7/3/2009, wvYw.iiiiancia!stel>ili^.8ov/doc5/SPPIP...LOI .,Tcrjti Shoets.BClt, 
accessed 7/8if2009, 
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TABLE 2.25 


PPlPCH5NFLiGTSOFJNTCRESTAND EFFORTS 


Conflict: 

PPIF manager may have proprietary interest hMerest for other clients in eligible collateral which could lead 

to a more ravoraoie treatment non-PPIF clieMs orw PPF investors and Treasury. 


Investment Advisors Act of 

1940 

Shdi comi^ with act, hchJcSng, but not Smifed to: anWraud provisions, rules regarding record 
ke^ng, contacts, advertiss^, aistody of ckent ftsids and assets, disclosure and transpar- 
ency. 


Allocation and Valuation Pricirg 
Policy 

adopt a far hade ^location poRcy hat requires a pro rata or comparably equitable allo- 
cation of hades atd investment opporfereties between the PRF and non F^iF funds that invest 
m e^le assets. 


Co-invGStmenf 

Requ^ to irwest a minsnun of $20 trrfion. 


FKfdciary Duty 

Achnov^ge fliat it owes Treasuy and flie prhfate Hwestors fiduciary duties of loyalty and 
ca^e whai patonreng services for the PPF. 


Record Access 

Treasiffy ^ ^TARP have access to books and records of the PPIF. 

Mitigating 

Efforts: 

Reviews 

Treasury aid SGTARP can conduct an anrwal or ad hoc review of compliance with these polF 
ctes. 

Eligible Assets Watch List 

Wilt establish a Sst of sectrihes in which Oie PPIF manager, its clients, and/or its named affili- 
ates hold po^ns, w foey are analyzing for current investniefit. 


Disclosure of Conflicts 

Sh^l disclose to Treasury ^ actoai aid potential conflicts of interest and who within the PPIF 
manager's tai wM have access to PPfF investment and strategy dacisiotis. 


Disclosure of Berreficial Own®-' 
shin interest 

Will dsclose to Treajairy ail infOTmation regarding ttie beneficial owners of equity in a PPIF. 


Disclosure of Top 10 PPtf 
Positions 

WiN report to Treasury and SiGTARP quarterly on the 10 largest positions of the PPIF. 


Investor Wtigence 

Will comply vwth “Know Your Customer" regulations. Office of Foreign Asset Control statutes 
and regulations, and aH rdevart Federal securities screening laws. 


infJependent Oversight 

Wernal controls vflil be audited annuaify, with reports submSted to Treasuiy and SIGTARP. Valu- 
ation and return c^ciriations and methodology wilt also be independently verified. 

Conflict: 

PPIF manager may have conflicts with named affiliates holding or servicing eligible assets. The PPIF manager 
could have control over flie affiliate's decisions, or the affiliate could have control over flie PPIF manager’s 
decisions. 


Ail controls from above. 


Mitigaflng 

Efforts: 

Transaction Restrictions 

May not acqure or sell eligible assets to: 

(1) fund maiager 

(2) sub-advisors of the fuixl manager 

(3) any nam«l affiliates of tiie fund manner 

(4) any other PPff 

Disclosure regart^ng asset 
acquisition 

Cannot inform PPF investors or any otiier fund managed by the PPIF manager of potential 
acqtssilions except to the extent necessary to facilitate a fraisaction for the PPIP 


Quarterly Disclosure 

Disclose quart^ly wiien any affiliates: 

(1 ] service efig^le assets 

(2) invest tit any of tiie same categories of securities 

Conflict: 

PPIF manager may have conflicts with fund raisers and broker-dealer relationships. These relationships could have 
revenue-sharing relationships which couki improperly influence flie decisions of the PPIF manager. 


Al! controls from above. 


Mitigating 

Efforts: 

Relationship Restrictions 

U) no trades for WF aBowed by broker-dealer affiliates 

(2) must cBsclose ai^ such relationsNps and the tenns of fhe relationship 

{3) cwnpfiaKS d^rartnait to put controls ii place to prohibit, inoretor, and test for such transactions 


Cmtinued on nexf page. 
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PRP CONFUCTS OF IWTIREST AND MfTWATm EFFORTS icmmm 

Conflict: 

PPIF managers may have personal conflicts of inters 

Rflitigating 

Effort: 

Personal Conflicts Pdicies M rdated pities, employees, aid the llte ajbject to conflict ntles and code of etiiics 

Conflict; 

The PPIF manager may engage in asset crossing, fliMHng, or round tripping. 


All controls from above 

Mitigating 

Efforts; 

(1) best {Mice and/or best execution to be aefaeved 

T- . , n., .. . (2) no crosang frades 

r ns c ion .s c o s (3) no {Hirchases with the htait of sdKng wMtin oie week 

(4} no resale of assets wHfw lim^ window of tnne of purchase 

Conflict: 

PPIF manager could be involved in other recovery-related programs. 

Mitigating 

Efforts; 

r,. , n , . Mitsf cfisciose to Treasury KtiviSies such as asset acgiasition, disposition. Of management 

Disclosure Re, Mment services to the Fe*ral Reamre 0 , fOC 

Conflict: 

PPIF manager may improperly represent its roladonship with Treasury. 

Mitigating 

Efforts: 

Marketing Restrictions Cannot advwtise its rel^ion^ip with Treasury except for its participation in PPiP 


Souics; Tisasuiy, I'etuonse to SIGTARP cl-afl rsimt. 7/13/2009. 


AsselOowMi- Buymisr selling Rom,- T-p.-,!, Bu>,ng an assei 

assets ftom affiliates, efflwriiiredly from an entity and teselang the 

. or ffiraugfiflird parties.' ' . asset back to the entity or as 


theintertBnofreseUmgtee ^ 

assBts m tt^^shoJttenn. ” ' u ' 


SBA.Ioan 

gaaranteeing a percentage of loans for '$ ; 
srna‘1 businesses that cannot otherwise"- 
obtain conventtonal toans at reasonable " ; 

' c-Mf SBA program combining 
Government-guarartsed loans with 
private-sector mortgage loans to 

■tprovide loani of upto.$10:mil!ton:for:.., 

community development 


Unlocking Credit for Small Businesses 

On Marcli 16, 2009. IrcMsiirv’ initiatwl the UnlcKking CVodil: for Small Businesses 
(“UC'SB") program to encoumge iKinks lo c-vtend moixt credit to small busi- 
nesses.^'-' Under tiie UCSB prognini. rrcasiirv' announced tliat: it: >vou!d purchase 
up to $1 ^ billion in securities backt^ l>y ^wols of Smtill Business .Administration 
("SBA") lorins from t%\'o SBA participating programs; the 7(a) i’lrogracis and the 
504 Commimity l,)evei<)pment Loan Program. According to I roasurj', the UCSB 
program vvas designed to pixnicle i^anks the liquidity necessan,- to s(:art writing new 
small-lnisiness loans again.^'^ As of June 30, 2009, IVeasury had not expended any 
funds under the UCSB program. 
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AUTOMOTIVE INDUSTRY SUPPORT PROGRAMS 


} or the U.S. automotive industiv'. the quarter CTKling June 30, 2009, vvas domi- 
iiatcil i>y t he ixinkruptcy I'llings oi'C’hTyslerand General Motors (■‘GM'’)- 'I^3RP is 
piiiviug a key vole in the financing of these companies as they undergo and emei^e 
from liankriiptcy, as ucll as in (he sopjiort of critical rebted industrit^. 

[ lirougli TARP. ! reasuiy has initiated three distinct programs to suj'^ort 
the automotive indusirv; t!ic Autotnotive Indiistiy Financing FVoj^m {‘’AIFP") 
to assist aiilomakcrs and their I'mancsiiganns,’'" the Auto Supplier Support 
Program ("ASSP") lu assist t he firms that suppH- them,"'’ and the Auto Warrants- 
('ommitmeni Program ("AWC.P") to support consumer confidence in these compa- 
nies. •*'’ Investments in tiicsc three pn^nims are summarized in 'fable 2.26. 


TABLE ?,26 


TAFUP AUtOMOTlVE PROGRAMS FUNDING COMMITTED 

OF'$/^6/2009tS BiiLl0N.$i ' ■ ' 


Bankrupt Entities 

Non-Banknipt Entities 



Chrysler 

GM 

Chrysler 

Financial 

GMAC 

Total 

Pre-Bankruptcy: 

AiEP 

S4,5» 

$19.4 

$1.5 

$13,4 

$38,8 

ASSP 

.1,5^’ 

3.5« 

- 

- 

5,0 

AWCP 

0,3 

0.4 

- 


0,6 


$6.3 

$23.3 

$1.5 

$13.4 

$44.4 

iirBankrtiptcy 
(DIP Financing): 

AfFP 

$3.8'* 

$30,1 

- 

- 

$33.9 

Post-Bankruptcy 
(Working Capital); 

AIFP 

$6.6« 

- 

- 

- 

$6.6 

Subtotals by 

Program: 

AIFP 





$79,3 

ASSP 





5,0 

AWCP 





0,6 

Total 

$16.7 

$53.4 

$1.5 

$13.4 

$85.0 


''Ctanni 


I atlaclsd by rounding tJsta as of 6/Jfy2009. 
I this commitmenl was never tiiratert. 

ras decreased to 

this commitment was never (utKtert. 


’’ Anproxenetely $4.7 liillian of this commilrnent was provided n worSng caoital: :^ionnate|y $2t^on83sus<dtopar senl^ 
sewretl lenders, 

Sources: Tre.isury, Thsrtsaciions fieoort, 7/2/2059; Treasiay. Transaeftons R«>ort 7/lty20(S; Treasury, resporyse to SGTMPdr^. 
7/13/2009. 
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AiFP FUNDING COMMrrfED 10 AtJTC COMPANIIS 


InstiUitton 

Total 

Oirysfer 

$14,9 

GM 

49.5 

Chrysler Fetanci^ 

1.5= 

GMAC 

13,4 

Total 

$79.3 


Notes: Does not include finds iwasted ustef ASSf* gr AWIP. limbers affected by 
ituxiiig. Date as of 6/30/3009. 

As of 6/30/3G09. $1304 BtSion of oriitapal laymcnts related to fi» Clwy^ f hancial 

loan had been repaid. 

Souices; Treasury. Transactions Report. 7/'3/300S: Treasury, response to SGTAtS' dMa 
caS. 7/8/K09. 


For more mfonuation regarding the 
hitkgrountl ofAlfP. refer to theAlfP 
diacnsiiotis in SIG JARP's Initial Rejxtrt 
and SIGTAHP's April Quarterly Hef>ort. 


Automotive Industry Financing Program 

The Aiitomotivc lndustr>' Finance Program {‘An-P '). ttiuler wliich Ircasur)' invests 
in automakers an<l thdr financial anus, was created on December 1 9, 2008. tvil h 
the slated goal of preventing a signifiamt disruption lo l lie American aiUomolive 
indiistrs' that would pose a systemic risk to fininicial market stahitily and have a 
negative effect on the U.S. economy.^'* 

Status Of Funds 

/\s of June 80, 2009, Trcasur\r had commit(«l. tlmnigit AIFP, $79,3 billion l:o two 
autoirakers .-md i heir two financial afiiliates of which, Si 30.8 million has been 
n.'paitl.^'* Treasury’ has ixfcciverl $160 million in dividends and $202 million in 
interest ptiyments from its .AM P investments.-*'* Table 2.27 siimiTCirizes Treasury's 
committments under .All P. 


Auto Supplier Support Program 

Because of the rapid <lecline in auto sales, many aut o part s suppliers ;ire struggling 
to access credit, and they face unc<irtainty regarding the ftiture. of their bvisinessos. 
In a tyjyical sfiles cycle, auto suppliers ship parts to manulactiirers 45 to 60 days 
bei'ore receiving payment. T he suppliers ivpicaily fund oiverations by borrowing 
from banks, using their receivables as <^oHalc^;ll while payments are outstand- 
ing. I lowevcr, the current credit crisis has made it vety difficult lor suppliers to 
get loiins from banks. According to rreasury. the .Auto Supplier Su]y|>on f*rogr;im 
("ASSP”) will provide select suppliers with access to (iovcrnmcnl-bficked protec- 
tion that guarantees money owed to them will be pirid.^^ 
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Program Goals 

On March 19, 2009, Irensiin' announced the fOTmation of to proMde iip to 

bilhon in financing So supjilicrs t«)!he U.S. auto manufacturing industnc Hie 
pi 0^1 (in IS lii sunrc! to gi\ e suppliers conlidence to continue shipping parts, pay- 
insi < inpiinn s and nia)ntain!ngo|)cralions.’*’ Althou^ all domestic auto compa- 
nies were chsiitiie to participate, Clhrysler and Genetai Motors are the onh' tvvothat 
(kvid* ! lo i ikt .Khrintage of lire program. However, any domestic supplier that 
slops p iris In C lirssler or (’•onevai Motors is also el^ble, as well as any rccehables 
tor goods slnppcd alter March 19, 2009, purchased on qualihing terms between 
an ohaihie inannlaclurcr atid an elijable sujplier. lire auto companies can select 
the sujiplieis and specific rcccisablo accounts that will be included in ihepRigram. 
Selected suppliers sell their recciviibie ticcomrts into the program at a small dis- 
count, as a fee for participation.-^ 


Status of Funds 

On April 9, 2009, iVeasury cNeciited agreements to fund $5 billion under .ASSP. 
IJoih (ihr>’s!cr and General Motors created special puqx>se vehjcJ<?s ("SPVs’') tt> 
fcccis e these Funds. C^hty sler Hcccivables SPV^ I .l.C receh'ed a commitment for 
S 1 .f5 Ijilhon and C>M Supplier Peccivables, 1 .l.Ci received a commitment for SS.*? 
bii!ioji.“* liibJe 2.28 summari/es the .\SSP hind-s that were committed as of 
June 30, 2009, 

Because most siijTj^liers ivtvc been piiel (hiring the course of the comjjanies’ 
bankruptcies, a diminished amount ol’ activity is c.xjx'clc'd under (he [rre^ntm going 
(orward. Under t he original loan agreements for each SPV’ the Treasury commit- 
ments could be dccreitscd if the outstanding timount-s did not exceed the commit- 
ments made on June 30, 2009. At the rt.x|ucst of C'hrv'sler and GM. on 
July 8, 2009, the oiigin.-d commitments were reduced to $1.0 billion and 
$2.$ Itiliion respectively.--'' 


off-balance sheel; legal entiby that holds ; 
the transferred assets presutnptively ; 
beyond the reach of the entities provid- 
ing the assets {e g , legally' isolated! . 


TABLE 2,28 


ASSP FUNtHfjq COMBiintED As Of 6/30/2009 iS sillions) 


Institution 

Original 

Commitment 

i,;tirysier Receivables SPV, LLC 

$1.5 

GM Supplier Receivabies, I.IC 

3.5 

Total 

$5.0 

Notes: Nuiiibers aifected by rcuncfNig. Piita os oi 6,'^'‘2COe. Pato does n 
tbat took place on 7/8/2009, 

M 'nctne le&ctians 

Soitrce: Treasury, Tfansaettort.s Repor!. y/S'ZOOS. 
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Auto Warranty Commitment Program 

How to maintain consumer confidence during ihcir respective restructuring 
periods %vas a major issue for both Chmler and CM. Wiih the iong-term futuros 
of Chrysler and GM in doubt, there were concerns that some consunuTs would 
be reluctant to purchase vehicles because tlte numidiHUirers mighf not be able to 
honor the warranties. The Auto Warranty Connnitment Program (“AW C]P ") was 
created to alleviate th<se concerns and encourage consumers to conrituie l>u\ing 
Chry sler and CM vehicles. 

Program Goals 

On March 30, 2009, Treasury announced the creation ol AW'CP m give retail 
coirsumers confidence that their auloirtobile warranties \voukl he honf>red. iTie 
program covere all warranties on new vehicles piircirascd during ilui panicipaling 
manufacturers' restnicturingperiod. Any retail consumer \^ho purchases a new 
vehicle during this time will be automatically eligible for the program. .Xccordiiig to 
Ireasuty; the program i.s designed to encourage the contitnied \iabilily of restruc- 
luring auto companies by irotigirting consumer imccriainly and inert'asing t chiclc 
sales.«’ 

Status of Funds 

Ibior to Chrysler’s bankrujrtcy filing on April 30, 2(X)9. Treasury' made S280 mil- 
lion available through an SPV to backstop warranties on new car sales. Similarly, 

1 rcasury nvtde $361 million available to GM prior to its biinkriiptc>ri'" Table 2.29 
sumnvtriy.es the funds tlvit have been invcstetl under AWCIP. 

As of June 30, 20W, the .WVCP rtanains openitional but Ireasury has stated 
that the fiiiHls are noi cspeciet! to be used by the iTVjnufacliirers. Rot li comivtnies 
tire continuing to honor constimcr warrtinties while iti bankruptcy. TVettsury e,\j)oc(:s 
that tifter t'hrysicr and GM emerge from bankruptcy, tlicir respeclive SPVs will 
refund the coimnitied funds Iwick to Treasuryt’^ 


TABLE 2.29 


AV^P^FUNDMG COMMITfEO AS OF 6/30/^009 1$ millions! 


investment 

Institution 

Amount 

Chrysler Wtwfantya^ lie 

$280 

GM Warrarrty IIC 

361 

Total 

$641 


Notes: timbers titleoted by romdng. Oae as at 6/30/2009. 
Souree: Treavay. TfansaeSans Report. 7/g/2009- 
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lARP TUTORIAL. BANKRUPTCY 


As sepotted in SiGTARPs Apr! QujrteUv Report. Clvysler and GMwere given 30- and 60- 
day extensions, iespectivetv. to submit levised restructuring plaris to the Resident's Auto 
Task f orce After tiie April Quarterly Report, both manufacturers were unable to obtain 
1he voluntary stakeholder concessions needed to irrplement restructuring plans that 
would achieve long tei m viability, each comoany thus filed for bankruptcy as a means 
-tobring-those plans to fruition. A basic tutorial on frie bankruptcy process is provided 
below 

Fo! more information chi the President's Auto Task Force see Section 2: “TARP 
'^Overview' in SIGTARP's Apni Quarterly Report. 


Aitematives Available to a Financially Troubied Business 

cWiena comoan/stotat liabilifies are greater than its assets, it is considered 
L and it has several options: . 


A company's total liabilities 
(debts! are greater than its total 
assets. 


pursuit of operational solutions such as merging with anottiei con'pany. refinancinjs 
business loans, or cutting costs | 

dissolution o! the company | 

negotiations or some form of out-of<ourt arrangement witii its creditors to pay off^ 


Among the alternatives available to financially ti^oubled business| 
are or may become insolvent) is dissolution. Dissolution is t)ie o| 
company's operations under state law and involves the itquidatiJ 
assets to pay, or partially pay, debts. Depending upon the natuf| 
partnership, limited partnership, limited liability company, corpoN 
may not fully release the business from its liability for debts not | 

Negotiations wid) Creditors | 

If a business is in financial trouble but wishes to continue operall 
a meeting with the people or entities to whom it owej 

to an agreement (i.e.. workout) regarding on hovy the business a 
outstanding debt, During these negotiations, the business d!$ci.| 
failure and tries to convince the creditors taat working out an a^ 


j (i.e. businesses that 
?f!y . . of a I 
of ttie company’s | 
rf the business {e.g.l 
ion. etc.), dissolufiorl 


[is, it may firstjreque^ 
honey, to try to com® 
b pay back or settle p 
fes ttie reason^ fcr tip 
lement would [renefiipi 


L ::..': The sale o( acompanvs 

assets in order to pay off outstanding 
debts vrtth the remaining amount being 
distributed to shareholders. Once this 
process is complete, the companv 
goes out of business. , 

A person or entity that is 
owed monev by another person or 
entity. 
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bankruptcy.; The settlement discharges 
frie debt owed to the creditor for an 
amount less than the original amount 
owed. 


I A court action that releases 

a ddator from liability for certain types 
of debts. 
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parses because creditors woUd receive more money trough aworkotit ihan ii me ousi' 
ribsS was fbrced'to go into bankruptcy. A wbrkGut Usualy m'OliJes “an: or tinic 

fa '). a pro rata setflement or a combination of tne two. ' " fne 

obfectve of a workout is similar to a formal reorganization bankruptcy proceeaii ig tn Inat 
tfie company is attempting to resolve its obligatons to creditors and coni' - ii: 
however, it is generally much faster, less expensive, and more flewble. Ilian bankruptcy; , 

Bankruptcy 

If a business fails to reach an agreement witfi its crecktors to restructure obigations in. 
order to achieve more imanageabie payment terms, it may. have to file for bankruptcy-re- ^ 
itef. The principal purpose of the United States Bankruptcy Code (the "Code") is to grant.a; 
"fresh start” to the “honest butiffifortunate debtor In this context, a flesh start signifies 
"a new opportunity in life and a clear field tor futuie effort. unhamp«'ed by the- pressure- 
and discouragement of preexisting debt."-^- 

The I ; of debts in bankruptcy is a "permanent order prohibiting the creditors of 
the debtor from taking any form of collection action" agamst the discharged debts.-"' It is 
important to note that not alt debts are discharged in a bankruptcy proceeding; but rattier 
each form of bartrruptcy (discussed in detail below) identifies the various categories of 
debts that are granted a discharge. 

The Code is a series of Federal Statutes codified under Title 1 1 of the Utited States ■ • • 
Code and is the “uniform federal law that governs ail bankruptcy cases."'-*-^ Within Title 1 1 , 
several subsections define the different types of bankruptcy proceedings (e.g.. Chapter 7, ■ 
Chapter 9, Chapter 11, Chapter 12, etc.) available to iivjividuals. businesses, and other 
entities. 

What Happens in Bankruptcy 

Two common forms of bankruptcy availaWe to businesses are liquidation and reorganization. 

Liquidation 

Chapter 7 of the Code relates to liquidahon in bankruptcy, which is tiie most common 
form of bankruptcy filed by businesses in the Unrted States.-' According to a press 
release from the U.S, Courts, Chapter 7 - Liquidation “is used only when the corporation 
sees no hope of being able to operate successfully or to obtain the necessary creditor; , . 
agreement.'--'^ 

The process of liquidation refers to tlie sale of a company's assets for the satisfac-. . 
•ton of creditors and the subsequent dissolution of the business. Under Chapter 7, a 
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:;;'b;pkrufjtcyHfstirS:gati 6 TsL 5 r!dsei!s,a bankrupt and uses 

: t?e:RrbGeeds:OlsUcli;%s^ creditors in accordance with the onority of creditors 

uestabifehed.^,#!© Code,' See frte “Hierarchy of Ciairns. by Prionty” discussion later in dtis 
, j'seclort.'fbT infotMation'on priority payments , 

jifteo^anizatioh'' , 

? Rsorganizabtw in bankruptcy fails under Chapter 1 1 of the Code and is the seccnd-inost 
: corrmwiform of bankruptcy filed by businesses in tlie United States.'- Chapter 11 busi- 
ness reorganization “can be used as the means of working out an arrangement with credr 
tors where tie debtor is allowed to continue in business ...[or] can be used for a complete 
reorganization of the corporation."-"^ 

' - , Under Chapter 1 1. the company files a “plan of raorganizaCon.' which is prepared in 
cooperation with-its crecfttors, and details the necessary steps the contpany must take tn 
order to emerge from bankriptcy as a viable entity. The plan of reorganjzation may call 
for any number of actions the business and its advisors deem necessary for a successful 
reorganization of the business, including, for example, the sate of ncn-essentiai business 
units to third parfies or toe reworking of tabor contracts,- ■ The 'plan of reorganization'’ 
must be reasonable m its attempt to restructure tfie business because it must obtain 
approval from toe ' ' and the bankruptcy court. Since tlte plan of 

reorganization generally includes concessions from all interested parties, showing favor 
to any particular group of creditors will likely cause the plan to be rejected by competing 
creditors whose interests are impacted ntore severely by the bankruptcy, further, as it 
ordinarily occuis. if a creditor or class of creditors rejects a plan of reorganizaljon, then 
the bank'-uptcy court may confirm or approve toe plan over such objection — but only 
upon a demonstration toat the creditor or creditor class would have fared no better bad 
toe bankruptcy been processed under Chapter 7 - Liquidation, 


I A person wlio holds propert 
on behalf of abeneficiaiy 

L Property that 

Delongs to a debtor which can be ^ 
liquidated to satistycreditar.-ciaims. . 
Examples indude motor yehicies, ret 
estate, factories efc 


■ :i'' A grOUp 

reoresenting several entities that 
have claims against a businsss.in c 
baiiKruptcv proceeding. 


Prepackaged Reorganization 

A prepackaged bankruptcy is similar to a workout and refers to a proceeding in which 
toe business filing for protection has met with its creditors to negotiate their expected re- 
coveries prior to the actual filing of a petition under the Code. The goal of a prepackaged 
bankruptcy is to shorten toe bankruptcy process to save tees a company would typically 
pay to bankruptcy advisors. A prepackaged bankruptcy also minimizes tire amount of time 
spent in bankruptcy restructuring a business and. conseciuently, can return an operating 
entity to its core business and generating revenue much sooi^r ti>an if it had participated 
in a standard reorganization. 
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It may become app«!i€nt that a company cannot reorganize and masntanrts current owner- 
ship structure and therefore must pursue a sale of most, it not all, of its.assets under - 
Sec^on 363 ct the Code. In this scenario, the company does not emerge from bankruptcy 
but instead, comes under new ownership — as in the cases of Are Chrysler and GM- - . 

bankruptcies. 

Regardless of tire nature of frre reorganization, many companies face the same decf- ..,- 
sionsinthe process leading up to declaring bankruptcy, Thesedecisionsare.described m 
Figure 2.13, , , , 


Who Is Involved in Bankruptcy? 


• ■ . A creditor that holds 

.a speciat assurance of debt payment, 
tiirough holding collateral or possess- 
..-mg sJien on the same. 

> Tangible assets pledged 
. against debts owed. 


When a business enters into a bankruptcy proceeding, a variety o[ individuals or organiza- 
tions may have claims — employees may be owed wages, banksimay be owed feansy : . ; ■ 
and odrer financial institutions may hove unfultilled contracts wi&r |ie business. These . . .,.? , : 
individuals or companies are all referred to as creditors because business owes 
diem something. At ttie point of bankruptcy, tlie likelihood of any ©f these creditors being 
repaid depends on whether the company has enough assets to r^aay its debts. The Code 
provides for circurnstances in which a business does not have enough assets to safisfy all \ 
of Its debts by estaWishing a trierarchy of priority among creditor^ 

in some cases, tiie creditors and the business may have alrecfciy negotiated terms 
of repayment and developed a restructuring or liquidation plan in ^tJvance ct filing. Such 
arrangements can improve the speed and efficiency of a restriicti|ting or even liquidation. 
However, ths is often not the case and. as experienced by Chrystp, certain creditors may 
take issue witfi the plan and try to block or stall 8ie bankruptcy pl|n until tnev are safisfied 
or until their ob]ecfions have been overruled by the court, i 

Claimants to the assets of a company are categorized as eitli^r secured creattoi s or 
Lffisecurad creditors, A ■ . must present proof of itsldaim to the bankruptcy 

court for tlie claim to be honored. Secured claims are then paid Erectly from forfeiture of 
the company's -. or proceeds from the sale of its coiiater4. If the collateral is insuf- 
ficient to pay tlie claim in (u!l, ttie balance becomes an unsecuredjjclaiin and enters into tiie 
queue of ether unsecured creditors. As the name implies, unsecufed creditors do not have 
any tangible assets pledged against thie debts owed to them by Ifje business. 
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PRfORmES, PER THE U.S. BANKRUPTCY CODE 


‘rroritj^ Glaira o , 

!fst Ai!)M'ivmsciU!(.fivirtsnis 

• supfw* oblipstions. {<teWs tc> spouse or oNdreri (or ccifftorffered supper!) 

• Avlniin-s^rdti'.eexDef'.os o» tlii= trankroptev (l<r.\7ers. trustees, eic.) 

• Oidp hiriis (iitbeuured u* .tpebtioriclemis ttr an iin-eluntdiv bariktuptcy i.ase erismg 
afti I rnitntio ) oUase but UT'te aptxnntraent of trustee, felaling to ordinaty business or 

' ■' ..finances) ■ 

• WT’es t ommis'-ions hirns ot on>ployees/rix1sp-->fii1ent saie.spersons up to SlO.OOO 
iwr cifiiuii 

• En^loyep teneht plmsn iirtribuitons of up to 5jO,CK.K! per ernpir.yee) 

• t>i'f rf'iv. (.Iiifps oft trm-'ts aad bstiern-ien against bankrupt slorageor processing facilities 

• t ayaoay iaitns nixKi-lu.als did not recek'e lite goocli/serv'ices tc-r aITh !i they made 
vinuosiisi 

• Lovernrirent taxes (recent imxirne. sales, empk'yfitenl, oi gross re-'.eitits taxes) 

, • Regulatory obiiRations (to FDIt or e>itwaient to niaiutaHi capital o1 insured rJeposiloty 

mstitutonl 

• Vetiicle-relafcd personal iiiiiiry or deatii (it rteL>ti>r used veliK'leAessel under (he indtieiK.e 
•of drugs/alcoSiol) 


Hierarchy of Ciaims, by Priority 

The term "pnority” refers to t)ie cider in wfnch unsecured claims in a bankruptcy case are 
paid from the money auatiabie in the bard-truptcy estate. Ciaims in the higher priority are 
paid in ftjll before claims in a lower priority receive anyttiing. Once a company pays all of 
its debts, any remaining assets are telurned to its shareholders. 

Section 726 of Ihe Code lists six classes of unsecured creditors in a bankiuptcy, in 
order of priority/'-'Table 2.30 pirovides a summary outline of those classes. Note the first 
grouping of claims is defined by Section 507 of the Code and i.s furtfrer broken down into 
a sublfierarchy. 


Trustee 

1>ie role of tie trustee varies greatly, based on the chapter under which a company files, A 
Chapter 7 trustee is broadly responsible for managing die financial aspects of a bankrupt 
buaness undergoing liquidafion. The trustee can be an individual ot a team of professiorials 
who, among other filings; 

• account for property received 

• investigate the financial affairs of the debtor 


Si Olid 

Otli^i Uim 

5. ntexi i-M! ttdie. that do not fall into 'First," 'Third.' or 'Fouith' category betow 

Third 

Alb \o1 ui"- 

t'cured taixiv or kite claims 

Fourth 

Aik ‘piise, 

ured 0! uitseciired claims for aiiv fines, pervaiiies, daiivi).^s from beloie ll'e 

uankrupicv 

'jvhictt are not conipensaboi) lor actual pecuniary loss si-Tferei! by the clairfianf 

Fifth 

liiteiest n'X 

rued. <at tegat raie. fioin the rkato ot the filing to paynieut of allowed claim.s 

Sixth 

Vo the debt; 

;r 
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• review proofs of claim 

• oppose the debtor's discharge, if appropriate 

• fiirnish informabon to interested patbes 

• report on the administration of the case 

The trustee is paid out of the proceeds of the liquidation and is second in order- antong: 
the first class of unsecured creditors. 

A Chapter 1 1 trustee serves naore in an administrative capacity, focusing more drectiv 
on the reporting requirements associated with the bankruptcy case and fee applcatons - - 
for compensation tfrat are submitted by professionals and advisors rendering bankruptcy-, 
related services to tfis company. The trustee receives a quarterly fee from the business as 
compensation. 

Bankruptcy Court 

Bankruptcies, both personal and corporate, are administered by U.S. Federal courts; bank- 
ruptcy cases cannot be filed in state court. The Federal court system is composed of 94 
districts, all of which handle bankruptcy matters, and substanfialiy ail of which have a court 
specifically designated foi bankruptcy,'"'" 

Example of Chapter 11 Bankruptcy Process 

This secbon provides a sirr;pitfied step4ay-step example of a Chapter 1 1 bankruptcy pro- 
cess for a hypothetical business, 'Sample Company," walking through the key steps from 
the initial realization tliat it cannot repay its creditors to the new company emerging from 
tfie process. A bankruptcy process can be lengthy, especially if the negotiation with credi- 
tors IS difficuit — all it takes is one creditor to delay the approval of a restructuring plan (or 
a pre-bankruptcy restructuring agreement}. The process detailed below and illustrated in 
Figure 2.14 for Sample Company is a simplified version, focused on the key steps of tiie 
process. 

A. Sample Company is operating m a difficult market environment, its revenues have 
shrunk, but its obligations have not. It discovers that it no longer can afford to pay its 
debts to its creditors withoiit cutting back on its variable costs. It cancels all non- 
essenfial purchases, suspends dividend payments to its shareholders, but still Bits 
does not generate enough cash to pay its obligations. Sample Company begins to 
lay off employees to shrink its payroll and closes unproiitable plants To cut operaBng 
costs, but still cannot bring its expenditums in line with its new, lower revenues. 
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C. Campari decfaiej, Ctwptei I L . recoiv«s *Atito»natic Stay' 


&: Cipritors fcrr^is Tt'istee rwiev« cfwftors’ f;!ains ^ | 

- -'jE^eofnoatiydevelopa'resfructiifmgpfai ‘ 

F: Court tevifm, api)rove5 restriKluriiyg plan ; 

G; Company seeks, obtains tUP" fiiwjncing 

H; Ct«npany executes festfuf.-turtng plan ?e . 

I: Comp^seeks, obtains exU ftna^ing 

J; Court awjfowe? exit Irorr^nkfuptcv • 

' K: "New" convany ^lerges irom biHikruiitcy 

B. Sample Company owes a lot of money: it is saddled with expensive debts to creditors 
incurred when tt borrowed heavily to grow a few years earlier. These creditors range 
from banks that provided loans, to bondticlders whose bonds were issued at high rates 
because die compan/s debt was not highly rated, to obligations for employees’ bertefit 
plans (such as pensions). Seeing that it cannot continue to meet all these obligations. 

Sample Company seeks to renegotiate some or all of its debts to a more managei^e 
level. ' 

C, Some of Sample Company’s creditors agree to reduce die debt that tliey are owed, 

Wnking that a voluntary restructuring is preferable to a court-administrated bankruptcy 
, or liquidation where It is uncertain what they would receive for their claims. However, 
certain creditors are incompromising, thinking that the compan/s offers understate 

. what they think the company can actually afford to repay tfiem. They refuse 8ie offer of 
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, ' Acom- 

ly which >s ooeratmg under Chapter 
bankruptcy piotecbon, which stilt 
hnicatiy owns its assets but: is, 
srattng them to maximize the benefit 
tscreditors. 


3 voluntary restructuring, vrhich forces Sample Company to file a petibon for C 
1 1 bankruptcy witti the U.S. court m its district. With its filing, Sample Company 
receives an "Automatic Stay" meaning that creditors aietemporaiiiy prohibited from 
enforcing tlieir claims outside of the bankruptcy forum 
D. Wifri the tiling of tJie bankruptcy pettion, Sample Company becomes what is Known as 
the . . • . r- ■ '• - . OtPs retain possession of tre operafjons and assets .. 

of tire business unW other.Mse ordered by the court iwhich coiid be the case it the 
court ultimately decides Chapter 7 - bquidation is thebestoptionardappointsa - - ;; 
trustee to manage the company through that process). Sample Companv also provides: 
to the court a range of documents certifying its assets and liabili&es, income and ex- ; , 
penditures, contracts end unexpirecl leases, and a statement certifying its financial af- 
fairs. Meanwhile, the U.S. Trustee, appointed by the court to monitor Samtrfe Company 
during its bankruptcy, works with creditors to assemble a Creditors’ Committee, n^e 
Creditors’ Committee hires an attorney to advocate for the creditors’ claims with the 
court, Any creditors whose claims are not listed on the schedules provided to toe court 

by Sample Conpany must provide a proof of claim to be included in toe case 

£, ,As DIP, Sample Company assumes all of toe fiduciary respipisibilities of a trustee, 
aside from toe investigative lole, and uses this authority to hire a team of lawyers, 
accountants, consultants, aptyaisers, and auctioneers — whose compensation 
represents unsecured claim, s with priority over ail other unsecured claims except 
’’super-priorities’’ — to help it throughout toe restructuring process. Sample Company 
works wito this team to develop a lestructuring plan that both shrinks the company and 
its debts, ideally, Sanvple Company will emerge as a leaner, profitable company with 
more manageable debts. Tlie plan that Sample Company develops includes closing 
down additional unprofitobte plants, selling certain business lines, and converting some 
of its debt holders into equity holders by exchanging toeir bonds or loans for shares 
of stock, making them partial owners in the new company. In addition to selling just 
portions of a business, a company's restructuring plan can include an arrangement 
wtiereby toe entire business is sold to another company (a Section 363 sale). An 
example of a Section 363 sale can be found in the recent restoucturing of Chrysler, 
vtoere toe operating business was sold to a new group of owners, 

F. Once Sample Company has developed its restoucturing plan, it must seek toe consent 
of Its creditors to approve the plan. In oi-der to receive that consent. Sample Company 
files a disclosure providing creditors with mformabon about its plan and Sample 





186 



aoy's af{aiKs:sd ^at they, can make an informed decisiort about the proposed 
Che febliht-ti'ie.h holds a hearing. In Sample Compart;/s case, frie creditors approve 
.rf^WhfehlS confirmed in a court hearing as being feasible, in good faith, and com- 
: with.hie'Oode,, allowing it to begin implementation of the restructuring process, 
ohatt^vttffi'cohfirmation of the plan effectively discharges Sample Company from 
. chargeable pre-fiiihg debts (i.e., debts not part of file bankruptcy claims), and 
6S,teth,v«th,,lhe agreed-upon obligations contained in the plan.-'^’ 

: Sample Company has taken on addifionai expenses such as lawyers and 
^ .fehts, its plan provides for operating capital to help it complete the res^ucturing 
, . : process, it obtains this financing, called ' •' :r ' ; .. from a bank which receives 

i ; .ddijft'appointed “super-priority" in claims — placing it above all other unsecured credi- 
priority list. 

,H. iAfter the confirmation of the resducturing plan. Sample Coinpany operates as a func- 
tiOFiing company; it is now obligated to begin making any paynoents it promised in the 
i pl^n, and is bound by all commitments contained m the pro'.isions of the plan (which 
supersede its pre-bankruptcy contracts). Sample Company's restructuring process is 
relatively straightforward, and it achieves tfie key obiecOves rapidly, it sells several non- 
, core units, and converts tlie debt to its bondholders to an equity stake as determined 
in the plan. Further, it converts some of the unpaid obligations to employees’ benefit 
plans into equity stakes. Throughout tins process Sample Company reports regularly 
to the court and tire Creditors' Committee on the progress made since confirmation of 
the plan. 

I. As Sample Company nears the completion of its restructunng -and recapitalization 
process, it seeks exit financing — actually a key component cf its restructuring plan. It 
negotiates an exit financing facility' from a major lender, which it uses to pay off certain 
creditors' claims and to fund its ongoing operations after bankruptcy. This exit financ- 
ing wilt enable the new company to emerge from bankructcy in a strong, competitive 
state. 

J. Once Sample Company completes its restructunng plan, it returns to court and applies 
for a ‘■final decree” which certifies consummation of the dan. This enables the nev/ly 
resfe'uctured, recapitalized Sample Company to emerge from bankruptcy. 

K. The ■'new" Sample Company begins operating, and uses its new financial health to 
operate more competitively in its market. 


' Acieditiineused 

during Chapter 1 1 proceedings to 
maintain the value of a company's 
asset base. 
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Chrysler: The entityftat pur- 
chased s-JBstarrtially ali of C-hryblois ^ 
assets during banltfupfcy, 


Chrysler 

CJimler fifed for Chapter 1 1 bankruptcy on April 30. 2009, an<3 tiic Iransaction 
in which substantialh' all of its assets w-ere sold to the newly fonncil entity .S: 'v 
Chrysler'') closed on June !0, 2009. Chrysler has rcccK ed S 16.7 billion in com- 
mUments from Treasury through .AlbP.A-SSP. and AWCiP, S 10.4 billion of which 
was prosidrid ihrou^ l)iP or working cajHlal funding a fl cr Cihiyslcr s bankruj^lcy 
filing.^'" I'igure 2.15 show.s a timeline of Treasury's inv estments in Cihrysler iis well 
as important milesfone.s regarding Cihrysicr's l)imkniplcy. 


FIGURE?, 15 


CHRYSLER TIMELINE 


JANUARY 2009 

, FEBRUARY 2009 

: MARCH 2009 

: APRIL 2009 

' MAY 2009 

JUNE 2009 

1-^ ^ _ rm: 

jl 1 « 


1 JANUARY 2 

Treasury commits to 
invest $4 billion in 
Clirysler, 

FEBRUARY 17 1 

Clirysicr submits 
restructuring 
plan to Obama 
Administration. 

MM5CH301 
Obama AdmuMStrabon 
lays out framewiWKlor 
Chrysler to worn with 
Fiat to achieve viabildy. 

lAPRIL 9 

Treasury cwnmits 
to invest Si. 5 
biBon in an SPV 
for the Aoto 
Supc^r Suppwt 
FTr^ram.* 

Treasury amends initial 
investmentingryter 

IMAYI i 

Treasury orouides ; 
ClnSer with a 
$3 bilion 1 

DP loan, 

MAY20 
Treasury amends 
initial DIP 

Chrysler by 
investing an 

Ijune 10 

Substantially all of 
Chrysler s assets are 
sold to mew tnrysier 
pursuant to Section 
363 of the 

Bankruptcy Code and 
Treasury commits to 
fund an additiona! 
S6,6biliior, 





S757 million.'^ 





APRIL 29 
Treasury invests S280 
maion in an SPy tor the 
Auto Warranty 
Conmtmenl Program. 



APRIL 30 
Chryster Hies tor 
ti»kr«ptcy under Section 
363 of tits Baiknastcy 


Notes: 

* Commitment was decreesect to $1 bJfiort on 7.^2009. 

This S500 million cotnmitment was never funderl. 

''SI. 9 billion of the total S3. 8 billion DIP financing was never ftinded. 

Sources: Treasury, Transacftoits Report, 7/2/^9: Treasury, ‘CSjamaAdnwiistrationAotoRestriiCtijring Initiative: OiryslerFjatMia!ce,"4/3Q/2009, 
WWW, llnancialstability.gov, accessed 6/9/2009: Treasury. 'Obama AdmintstraBon New Path to ViabiMy fior 04 & Chryster,* 3/30/2009, 

■WWW, Pnanci3lstabiiity.gov, accessed fy9/2009: Treasury, responses to SIGTARP drafts, 7/9,/20Cl9 and 7/I3/‘2009. 
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Chrysler-Fiat Alliance 

On i\1;irc!i 30, 2009, ilie I'^residents Auto Task Force determined that Clm-sler’s 
reslriicluritig plan wfis not likely to lead to viability on a stand-alone basis as it was 
slrucUired al the lime. !be (Government stated that Chrysler could only achieve 
viability by Ibnning a pinliiership with I-iat.''‘'*On/‘\priJ 30, 2009, Chn'sJer filed 
for bankruplcy under Cihapter ! 1 of the Llitited States Bankruptcy Code. noted 
al>ovc, New CGhrv^sler emerged iroin bankruptcy on June 10, 2009, with a new 
ownership sfrudurc ineluding t'iat. See'lable 2.31 fora list of the actions taken by 
each stak<;hoklor ami their respective ctjuity stakes in New Chrysler.-'” 


table: 2,31 


^‘Qrotrijj in finance,' refers I 
.presentahonothypotheticalfifiahcial,,:;,- 
'•Stfpnnation assaniing that certain , , 
••assufiH)ttons'VVilthappen.,For example, 
.\Tabte 2:3i. sets fbrtii th'e ownership ^ 
;irtE»^Bt5.tn.New .Chrysler based 'on'the. : 
iassumpton tiiat Fiat Will rtieetyts psP : 
.Tormance goals ri icfpj.y. : 
al 15% of equity tr.s otter equity ! 
holders, tf t|ie.new'equity st3kes.were ' 
not reported pro forma, the equity . ' 
interest of the other equity particioants 
.would' be higher to account tor Fiat’s 
addihonai 15% 


CHIWSLER-nAT ALLWNCE STAKEWltDERS ACTTONS AND 

Stakeholders 

Action 

Equity Stakes with New Chrysler-Fiat Alliance* 

Fiat 

• Contribute bilfions of dollars n teclitwlogy and intdiectu^ propwty 

• Offer access to global distribution network 

• 20% equity in New Chrysler 

• 15% additionai equity based on performance metrics'^ 

• Selection of three directors 

Secured Lenders 

• Exchange S6.9 biBioi) secured darn 

• Receive $2 billioii cash 

UAW(VF.BA) 

• Make concessicMts on ivages, benefits, and retiree heakh care 

• 55% equity in New Chrysler, iiro fonm for Flat 
additional equity 

• Selection of one director 

Urtited States 
Treastiry 

• Waive repayment of $1.9 biNion DIP fencing provkied during bankrtwtey' 

• Provide $4.7 biBion in working caprtak* 

• Waive $3.5 billion of the $4 NBion pre-bankruptcy loan, with tlie 
remairBiig $500 million carried over to the new financing* 

• 8% equity in New Chrysler, pro iorm 

• Selection of four directors 

Canadian 

Government 

• Lend money aloitgside the U.S. Treasury based on a 3:1 formttfa 

• 2% equity in New Chrysler, pro forma 

• Selection of one director 

Daimler 

• Waive its share of Clirysler’s $2 biHioii secomHien debt 

• Waive 19% eqtrity in Chryster’s parent 

• Pay $600 miilton to Chrysler's Pensiwi Pl2« to settle PBGC obligation 

• None 

Cerberus 

• Waive its sitare of Ctirysler's $2 billion secondiien debt 

• Forfeit its entire equity stake in Chrydw 

• Transfer ownershp of old Chrysler headquarters building to ttie New 
Chrysler-Fiat alliance 

• Contribute to a claim against Damter to hek> setfie with PBGC 

• None 

PBGC 

• Settle claim with Danker 

• None 


''Tlni listeclowiwrsl'iip poiv 
‘’Fiat can siim Siis J.5K ec|tiity Fy achSiiingcsirtanwrioniisnceirietn 
ceriorms at 40 msg or batter; provide Cliryslei weh a (kslnfculon rim 
' S3.8 biltipn DIP financing «as originally comroiRed but SI. 9 biUcnot t 
"’A total of $6,6 billion is comroittad: S? biliion is used to m s^nw » 


e« perfornistce mebics. 

39> for meebrg eachaldiiee peifonnano goals: produce a yefiicle at aChrypler foctory r the Ui'iiled States that 
iieign iurialicbPns: manufecturo state<if4te,a<t, nest ganaracknengnes at a U.S. Chrysler facility, 
er funded. 


Sources: Treasury. "Obama Administration AinoRestrwiiifeigSitatiite.ChiydefTiatMianee.'' 4-''30/2009.viwei.Snancialsl^%.gO¥.'doc5,'WP.'C3v'isler<8!aaid[ir«g-fact5heet OASOOS.pdf, accessed 
6/9/2009; Tieosuiy, responses to SGTAftP draft reports, 7/^,r2009 and 7/13.'2Cia9, 
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TARP SuRjort for Cisysler 

iAs shoHn in Table 2.26, Treasury is rising a ini!nl>er of cliiTcrent TARP im'cslmon! 
vehicles to siip|x>rt Chrv’sler. Treasuiy has staled ihai its iiiicnlion is to ma\inii/c 
tjixpayer return, while at the same time m<»xiini/.!ng the Hla’lihood of t lie New 
Chrx'sler succeeding,’” Prior to Chiysler’s bankruptcy, Ircasun increased its initial 
$4.5 billion loan by $280.1 million, which was set aside for tlie Auto Warranty 
(Commitment Pre^am (“AWCP”) and which will be rcliinied to Treasury: Wliilc 
Chrysler was In bankruptcy^ Treasury committed to provide n loan ol $d.8 l)il!ion 
in DIP iinancing. On June 10, 2009, Ireasuiy committed $6.6 billion in new debt 
oblig;itions. Treasury' does not ej^rect to receive repayment lor its DIP investments 
but expects rqjayment of $6.6 billion in loans and has received an 8% pro forma 
e(|uity share in New Chrysler.^^^ Treasury' will also select four of the initial inde- 
pendent directors, but has claimed that it will play no oilier role in management 
or governance of the company: Treasury anfieijmtes having ([uarlcrly meetings 
with (Chrysler leadership that focus solely on financial reporting and key operating 
metrics. 


Financing 

(Chrysler entered into an agreement with GMACC. pursuanl (o whicli (CM AC agreed 
toproviile certain dealer and retail financing. (CM AC will have Iinancing agn^c- 
inents witli both Chiy'sler and (CM post-liankruptcy: Treasury lias provided GMAC 
with additional capital to support its anlicip,ile<l growth in CChiysler dealer atu! 
retail lotms.^* 


TABLE 2.32 


IMPACT OF TOE CHRySlSR-nATnUJANCE OM STAKEHOU)ERS 

Staf(«hoiders 

Impact 

Employees 

• Chtysler's iiisirers will continue to pay wotkCTS coinpaisation 
claims. 

• Pension plan and VEBA funding will be transferred to the pur- 
chaser. 

Suppliers 

• Chryslitr will continiK! to pay sui^aliers. 

• Auto Supplier Support Progran wai confaioe to opa^te. 

Dealers 

• Chrysler y/ill continue to honor customa- warriwlies. 

• Chrysler will continue to honor det^er incentives for those 
dealers that will remain operationa). 

• Chrysler has identified certain dealers to fermtoate. 

UAW 

• Modified labor agreement l>ehv«Mi UAW and CNy^r mH be 
operatwe, 

Creditors 

• Ma]onty of seiRor seeded lervlers suftoort toe Iratsactions. 


Soiiree; Trajisiiry, "Ohnma Aclministrstion Aireo Restfuawiig hifialw C?*ystePst ASancs.' 4/30/2009, v«w. 
llnaiicinlstal)i!ily,gO'//doca/AIFP/Ch'ys*®'''^s"wi‘‘f^Stactsho*t, 043009 pdf, accessed 6/9/2009. 


FIGURE 2.16 

GM TIMELINE 


DECEMBER 2008 

! FEBRUARY 2009 


id: 1 .|lf^ 

1 


Ij 

ll 

[| 


OECfMER 29 1 
Treasury 
corrmts to loan 
GM $884 binion. 

FEBRUARY nl 

CM submits 
restriictiiring 
plan to Olarra 

Administration. 


0EC£W:R 31 
Treasury invests 
$13.4 binion in QM. 


Note: 

•Commitment was decreased to $2.5 billion on 7/8/2009, 

Sources: Treasury. Transactions Report, 7/2/2009; Treasury, 
‘Ghatra Adminlslraao.n Auto Restrucbiring initiative: General 
Mot'VS Sftstructarir^," 6/1/2009, www.Pnancial.stability.gov, 
accessed 6/9/2009: Treasury. 'Obama Adi'tiiiistration New 
Path K» Vabil'ty lor GM & Chrysler,' 3/30/2009, 

WWW Snanciatstability.gov, stcesseci 6/9/2009: Treasury, 
tesconses to SIGTARP draft. 7/9/2009 nn,-l 7/1 3/2009, 
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Execution of the Chrysler-Fiat Alliance 

Chiyslor entered b.inkriiptcy on April .^0, 2009, and substantially all of its assets 
were sold to Now Clhiysier on June 10, 2009, with a new alliance with Fiat.-''* 7Tie 

impact of the alliance on the spccilic slakcholdets is listed in Table 2.32. subslanliallj all of GM's assets PU'Ing 

bankruptcy 

General Motors 

( .(n(7,)i Moioss ' (.i\l I filed for Chapter 1 1 bankruf^cy on June 1, 2009, and the 
iransaclion in which siihslantially all of its assets were sold to the newly fomied 
entuv ' \i:Hv i .M eiosod on July 10, 2009. Treasury has committed $53.4 billion 
lo Gi\I. o! n hich !s3(). I billion is DIP linancing.-*' Figure 2. 1 6 shows a timeline 
of Ireasury's invostmenis in CM as well as important milestones regarding GM’s 
bankruptcy. 

Restructured General Motors 

In accordance with the March 31, 2009, deadline, the Obama Administration 
detennined that CM s rcstniciunngplan was not likely to lead to \iability on a 
stand-alotie basis. The (iovemment iaiti out the trimicvvork for GM to achieve vi- 
ability lhTOi.igli a substantially more aggressive rcstnicturing plan.**® On June 1, 2009, 

CM filed for fiankniptcy iin<!cr (.biipter 1 1 oflhe UnitctI States Bankruptcy Code. • 

Under its reorganization pltm, .New GM will purchase from GM the assel.s needed 
(:o implement the plm for viability In exchange For this purchase. Treasury will 
waive t he majority of its loans to CiM anti obtain a controlling equity slake in the 
nev\‘ company, See Table 2.33 for a list of the tH tions taken by each stakeholder aiul • 
their respective rale with New GM,-*' i 


MARCH 2009 

1 APRIL 2009 

i MAY 2009 


jJUNE 2009 

iJULY2009 i 



1 . • 

f ' ? 

i|||!;ilji{|| 

M 

iiiifff 


! |i( ’ ll 1 

MARCH sol 
Obama Aciministfatioii 
lays out tratnework for 
GM to restructure and 
achieve viabiiity, 

1 APRIL 9 

Treasury 

conxnits to invest 
$3.5 biBion m an 
SPV lor the Atrto 

MAY 20 i 
Treasury amends 
earlier investment in 
GM by invesbitg an 
nddllional $4 bHon. 


ljUNE 3 

Treasuiy commits to a 
SSO.ib^ Oilcan. 

XXYIO 

Substantlaily all cl 

GM's assets are sold 
to New GM pursuant 
to Sechon 363 of 


Program.' 

APRIL 22 
Treasury amewLs 
earlier investment in 

MAY 27 
Treasury places $361 
million in an SPV tor 
the Auto '^ran^ 
Commitment Program. 

JUNEl 

&A files for tankruptcy 
under Sechoi 363 of die 
^nkriipKy Code. 

Code. 


GM by investing an MAY 29 

additional S2 billion. Treastsy exchanges its 

$884 loan to 
fcf a pciton of GM's 
equ4y int^est si GMAC. 
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TARP Support for (MW 

As shown in TabJe 2.26, TreasuTV has made a mnnhcr o! invcslinenls in ChM, In 
Det;ranber 2008, Treasuiy made two initial invcslmcnls in ('.M; one thal provided 
$884 tniiiion and one that committed to provide CIM an additional $ 1 3.4 biilion in 
financing. ’lieasurv’ made three amendmenis to the $i 3.4 hiilion loan bringing I he 
total of that loan, as of Ma>’ 27, 2009, to $ 19.8 biliion. which mckides S36i mil- 
lion used to capitalize an SPV' for the .Auto Warranty Ciommilment Program. 

On May 29, 2009, ’Ireasuiy e.\changed its $884 miilioii loan in (IM for a por- 
tion of OM's common equity in CM AC. This iransKiction raised Ircasurv s owner- 
ship of GMAC’s common equity to 35.4%.^^ 

GM filed for bankruptcy' on June 1, 2009. On juno 3. 2009, Ircasury coininil- 
ted to loiin GM $30.1 billion, under the (erms of the DIP financing agreement, 
According to Tireasuty, the Govenunent is taking steps to limit its fiivolvemenl 
in the day-to-day management of GM. Ibc Obama Administmiion lias puhlislicd 
four core principles to guide the Government's m<inagemenf of ownership inlcresls 


T;®LE 2.33 


N0»GM STAKEHQIOERS ACTIONS AM& ROLES: 

Stakeholders 

Restructuring Actions 

Role with New GM 

UAW (VEBA) 

• Make concessions on 
compensation and retiree 
liealtti care 

• 17,5% equity share of NewGM 

• Warraits to purchase an additional 2.5% 
share of New GM 

• Select one initial director 

Bonditolders 

• Give up $27. 1 biHion of 
unsecured cfc’ljf 

♦ 10% equity share of New GM 

• Warrants to piirctiase an additional 15% 
share of New GM 

GM Pension Plans 

• None 

♦ I'ransferretl to New GM 

IJnitetl States 
Treasury 

• Provide $30.1 billton in DIP 
ftiancing to support GM 
through bankruptcy 

• Contribute the $19.4 bfiiiwi 
prebankruptcy ban 

• $7, 1 bitlion in debt assumed by New GM 

• $2. 1 biiiion of preferred stock in New GM 

• 61% equity share of New GM 

• Select 10 initial directors 

Governments o( 
Canada and 

Ontario 

• Lend $9,5 billton 

♦ $1.7 biiiion in debt and preferred stock in 
NewGM 

• 12% equity share of the NewGM 
» Select one iniliai director 


Notes: Nicnters aHect?d by rouvding. Troasuiy dkl not pubtsb pro larra dob on equity vmersl^. 

Souroos: Ttsosuty. 'Obama AiinnstraticnAutofteqtniEtL'ringlnaalitfe: Contra' MotonftaAaicturcg." 6/1/2009. v/ww.flrianoialstabil- 
»y gw't»t8St,'CiS312009_gm-l»ctshaetjMml. accassad 6/10/2009. Treasuv. responses to SK TARP draft reports, '//9/2009 anrl 
7,'13,'2009 
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in pri\';)ic tii-ms such as (iM. According to Treasury; the Gcn'emnient wilJ atteinpt 
to do the foilovnngr” 

» seek to dispose ot its ownership interest as soon as practicable 

• resene the right to set upfront conditions to protect tastpayers, promote finan- 
cial sl.'iijility, and oncoiinige grrm-th 

• pioteci the tfcxpaycrs invest menl by mana^ngits owTiership stake in a hands- 
off, commercial manner 

• ^■ olc oiY core gox’emancc issues, mcbuling the selection of a convoy's l>oar<l of 
iiircclors and major corrjorate events or transactions 

OFS has not publicly released the details of its cwtstrategj'forGM. 

Execution of the GM Restructuring 

GM entered bankruplcy on June I, 2009. The impact of the restnictiuing on the 
specific stakeholders is described in liiblc 2-^4. 


TABLE 2,34 


EXECUTION IMPACT OF THE GENERAL MOTORS RESTRUCTURINCl ON 
STAKEHOLDERS 

Stakeholders 

impact 

Employees 

• Pension Ban and funding will be transferred to New GM 

Suppliers 

• Auto SiippHer Support Program wiB ctaitinue to (n>et ate 

Dealers 

* GM will attempt to honor dealer mcentives tor those dealers that will 


• GM will kJftitify certain (tetters to terrranate 

UAW 

• Modified labor agreement between UAW and GM will be operative 


Ssiii'cs: Tntnstiiy, 'Obama MtilrisErationAiilo RcsItijrUl'ingIreniM: G«iierdl Matoo Rtstnetunig,' Avnv.AnsKutstJMy. 
gov/1atestAJ53i2CiOS...gm.(actstwet.Mrol, «e«5S»<l6/JO/2009. 



193 


SPECIAL INSPECTOR GENERAL 1 7R<X®LED ASSET KUEF PROCSAM 


GMAG 

Ihe majority' of automobile purchases in ihe United Stales arc f'mimeed, incliiding 
an estimated 80% - 90% of consumer jiurchascs and siibstantiidly ail dealer inven- 
tory purchases.^'^ In fall 2008, credit bc^in to tighleir and it became increasingly 
difbcult for both dealers and customers to oljlain credit Ibr aiitoniobile purchases. 

It hits been estimated that 2 million to 2.5 million vehicle sales were losl because 
cither dealers or customers could not obtain credit.-*^ IVeasujy has slated ihai il 
believ'^es its investment in G.MAC vsill be^ provitle a reiial>le source of financing 
to both auto dealers and customers seeking to buy cans, and tivit a rcc;i]ntali7cd 
GM.AC will offer strong credit ojrportuniiies. help stabilize the auto fin^mcing mar- 
ket. and contribute to the overall economic recovers;-’^ Under All F, Ircasiiiy has 
invested Si 5.4 billion In GMAC.‘*® 

GMAG has entered a master financing agreement witli t'.lirysler to i>rov'it!c 
ctniain dealer and retail financing.-'* 

Status of Funding 

On December 29, 2008, Ireasury invested 85 billion in GMAC. At the time of this 
in\'estmcnt, GMAC reorganized into a bank holding comjiiany and ibus liecamc 
ciigilrle to receive rAKP hinds and participate in other Goxernmenl support: 
programs.^*' On May 21, 2009, Ifeasuiy purchased an addiiional $7.5 billion of 
nrantlatorily convertible preferred wiuity in GMAG.^*^ 01 this $7.5 billion invest- 
meni, $4 billion will support GM.AG's anticipated growth in C-hrysler dealer and 
retail loans. Ihe additional $3.5 billion vriil help GMACI address its capit:al nced.s 
as identified tlrrough the SCiAF stress test c<imploted \sifh the I'edoral llcserve,-*'' 

M the tiiTK? of the initial IVeastiry investment:, the Ibdcral lleseive re<iuired 
GMAC; to raise S2 billion of new equity. GMAC raisc'd $1.1 fiillion through private 
investments, and Ireasurv' ioanetl (iM the remtiining $884 million to purchase 
GMAC e(|u}ty.“5 On May 29, 2009. livasuiy exchanged tiiis $884 million loan to 
GM for a portion of GM's common equity iiil:c‘rests in GMA(b As a result of t hat 
exchange. IVcastin now holds 35.4%' of GMAC's cotnmon slrtires.^'”' 'rreasurj'’s 
mfintlalorily convertible prc'ferred sluires may i)c converted to common shares at 
GMAC7s ojrtion with the aji|vroval of the rederal Reserve, though any conversion ]>y 
GMAC must not result in Trcasujy owning in excess of 49% of G M AC7s comnton 
shares except under the following circumstances:^'’’ 

• with the priorwritten consent of fW-astny 

• pursuant to GMAC’s capital plan, as agreed upon b\’ the Federal Roseive 

• pursuant to an older of the Federal Reserve comjx'liing such a conversion 
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Supervisory Capita! Assessment Program {“SCfiP”) 

As clelailoci in ihe '‘C.itpiliil Asscssme7it discussion eariierin this section, 

U.S. biink siipcm'sors rcc:enlly created SC«AP to detennine if BHCs have a suf- 
ilcieiif <-apiliii biiiicr to operate in worsc-than-expected future economic condi- 
tions.-'’^ As a rcsiiJt of tile stress test, GMAC is required to raise a SCAP buffer of 
$H .5 biilioTi. As nalcd ]>res'ic)iisiy, $3.5 l>ilKon oflVcasury’s recent investment will 
be applied to meet this capital shortfall.-*® 

Chrysler Financial 

In Januars’ 2()()9. I reasnr)’ loaned $1.5 billion to a bankniptcy-remote SPV to sup- 
port ( hrvsler I inaiicia! retail loan origiinttions. Treasury’s loan forms the senior 
porlioi7 of the cjipitai struct lire of the SPV, with (Jhrysler Financial providing the 
junior capital. lreasur\''s loan is coliatcralizod by retail auto loan.s with stronger 
credit ciraractenstics (higher credit scores, lower loan-to-value, shorter maturity) 
than C.Krv'sler I tnanciai’s lirtiaiicr retail loan portfdio.^'® 

Ghrvsler t inatictal has essentially ceased ortlinan- operations and Is winding 
down Its Inisincss.- ' Due to liie nature of the colljttcral. Treasury expects to recover 
full)’ the $1.5 hiiiion iottn to Cihrysier Financial. 


rbr ffwrt’ inforimTiiDH i»i the 
Stipervisun- .■•is'st'ssment 

Program, see ‘’Ihuiiicial Institalkm 
SiipfWi'f i’rri.emiiis" curlier hi this 
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1 I Aori'-;{f3tive party that coi- 
•• lectsp^rnents and genwates reports.;,, 
regard-ng mortgage paints. 

~ ‘ Loans that 

are not owned or guaranteed by F^inie 
Mae Freddie Mac, or arrother Federal : 


For tmm; ht formalion regarding HA.MP 
eligibility, iiukiifiealkrm, and inceti' 
tive iwyments, see SIGTAim April 
Quaiiiniy Seclim 2: "'lAUP 
Owreieii'.” 



HOMEOWNER SUPPORT PROGRAMS 

Making Home Affordable Program 

The Making Home .■MTottlablc (“MHA”) progratn was iiitroduccd !)y the 
Administiation on February 1 8, 2009, and nus intended to tissist Iwnicovi tiers wlio 
are facing foreclosure or stru^Ung to make their mofftiilv mortgage payments. 

Tsto weeks later, on March 4, 2009, Treasury releasetl dclailcd jfrogriim guiclciines, 
which allowed mortage scr.dccrs to liegin to refinance find issue tnodiiicatitms.''^' 
MHA comprises three major initiatives: a Itian iiKKliflcatitfii piogratn. a loan refi- 
nancing progj^m, anti additional support to lower mortgage interest rates. Only i he 
loan mtxlification program, known as tlie Home AfTordabhi .Modification Program 
("H-AMP'') currently' involves TARP funds.^’’ 

According to Treasury, HAMP is a $75 billion program (hat will lower ftiontlily 
niffrtgage payments for homeowners facing I’orcciosure by prov iding lotto modifiett- 
tions and incentive payments for the loan servicers, loatt liokicrs, and homeowners. 
Uittlcr H.AMP, $50 billion from '['ARP wilt bt' used to mt>dily f>riv'atc-ltil:>el rnortgag- 
cs. An additional $25 billion, fiindcd under the Housing and Fconomie Rccov'ery 
•Act of 2(X)8 (“HERA”), will he used to intKlify mortgages that ttre owned or guar- 
anteed before January' 1, 2009, by Oovernment-sponsored i.'(U.ei f>f(ses ("(iSi::s”), 
particularly Fannie Mae and Freiidie 
HAMP has sewral key componeittsP'^ 

• Ihc fender will redtice inoirllrly ptiytrtcnts so that the borrower’s monthly mort- 
gagt' Is no greater than 38*^ of the boirowers monthly income, 

• IrcJtsury anti the lemlcr will split the cost of rcduciirg the monthly payments 
from .38% to .31% of tfjc borrowers montftly incom<\ 

• The borrower w ill enter a 90-dsiy trial |>cri<>d <>l' reduct'd payments before enter- 
ing piogram; if successhil (t-e., Iwrrowcr makes payments), the [mrrower will 
maintain new, lower mortgage payments for five yt^ars. 

• f rc'iisury' will make incentive [wyments to servicers. Icnders/inv'cstors, and (to 
servicers) f>n behalf of borrowxirs. 

Status of Funds 

As of June 30, 2009, Treasury had signed agreements with loan servicers allocating 
up to Sf8 billion un<1er HAMP.'^’* 

Countrywide Home Loans Servicing, I , IP, will rcc'eivx,* up to $5,2 billion — 
the largest allcK-ation under the program. Fhe avt'rage allocation to each servicer 
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llii-()iigh HAMI^ is S“B1,8 million. These limds can be used to modify both first 
■iii<! second lien mortgages. fabfe 235 provides a detailed list of allocations made 
under the i iAMP program as of jiine 30, 2009, 


TABLE 2.35 


HOME AFFORDABLE MODIFICATION PROGRAM FUNDmG 

Date of 
initial 

Transaction 

institution 

Ultimate Parent Company 

Adjusted 
Cap as of 
6/30/2009 

($ MdBons) 

4/13/2009 

Select Porttoiio Servicing 

Oeett Stisse Group AG 

S660.59 

4/13/2009 

CitiMorIgage. !nc. 

Citigreu^j. hK. 

1.079.42 

4/13/2009 

Welis Fargo Bank. NA 

Weils Fargo & Coirpany 

2,410.01 

4/13/2009 

GMAC Mortgage. Inc. 

GMAC 

1,017.65 

4/13/2009 

Saxon Mortgage Services, Inc, 

Morgan Starkey 

632.04 

4/13/2009 

Chase Home F inance, LLC 

JPMorgan Chase & Co. 

3,552.0 

4/16/2009 

Oewen Financial Corporation, Inc. 

N/A 

553.38 

4/17/2009 

Bank of Mierica, N.A, 

Bat* of America Corpor^on 

804,44 

4/17/2009 

Countrywide Hon>e loans 

Servicing, LP 

Bai4( of America Corporation 

5,182,84 

4/20/2009 

Home Loan Services, kic. 

Eiai* of America Corpor^cm 

447,30 

4/20/2009 

Wilstiire Credit Corporation 

Bai4( of America Corpor^on 

453.13 

4/24/2009 

Green Tree Servicing, LLC 

N/A 

91,01 

4/27/2009 

Carrington Mortgage Services, LLC 

N/A 

131,02 

5/1/2009 

Aurora loaft Services, LLC 

Letsnan Brolfters Hokfing. Inc, 

459,55 

5/28/2009 

Natbnstar Mortgage LLC 

N/A 

117.14 

6/12/2009 

Residerttia! Credit Soiutiorrs 

Resktenfiai CrerJIt Hoklings, LLC 

19.40 

6/17/2009 

CCO Mortgage 

The Royal Bank of Scotland, ftC 

16,52 

6/17/2009 

RG Mortgage Corporation 

R&G Financial Corporation 

57,00 

6/19/2009 

First Fifderal Savings aid Loar 

N/A 

0,77 

6/19/2009 

Wescom Central Credit Union 

N/A 

0.54 

6/26/2009 

Citizens first Wholesale Mortgage 
Company 

N/A 

0.03 

6/26/2009 

Tecfinology Credit Union 

N/A 

0.07 

6/26/2009 

National City Bank 

PNC Firumca! Services Group, Inc. 

294,98 

Total 



$17,980.83 


Notps; Nimhers may laadpcted iy rounrting. Oirta ns of 6/30/2009. 

Sources: Treasury, Transnclicws fispoit 7/2/2009: Faciwa wbsite, htlpo'llce.factMJKin./pcVdstauti.asp*, accessed 6/24/2009: 
"CMS, L«sn S 0 ^'>c^ng,'' iWps://mytoiin.caningtonnis.caii. accessed 6/24/2009- ‘Natiofislar ^rtgege, Aboid Us,' https-/An»w. 
iiationstamitg cnii, .-iccessecl 6/24/2009; "RCS, Corporale Wonnatioo,'' htti>s//Vwn».«sideaj^iBd».coni, accessed 6/24i^009-, 
"Aboul CCO Mortgage,' WtDS;,'Aww.ccoraoi1aaR«.com. accessed ft/SVaJOS: 'Rrsl Federal. Abo-Jt Us.' http;/-^wi(.our<fStfed.cci,D. 
ac<-.e5secl 6/24/2009; C!MAC huestor FAQ,«ww.gmiKfscom. accesse<!6./24/2C»S. 
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vcL ird-f- > ' Debt that te ranked 
lo'wer than senior debt m die event of a 
liquidation or bankruptcy restructuring. 

I nivl ji'T'ii-i f'ilVI Ralw Inreal 
estate lending, Hie outstanding 
' principal alnpuht ofthe io^ ^yided 
by the appraised value of the property :,.:-^: 

Indicates the percerrtage of an income 
that IS used to pay debts. . 

Back End DTI Ratio « Total Monthly 
Debt Expense/Gross Monthly Income. , . 

J Pfpc r ? 8 '•irv e : ‘ 

Amount of a loan that is unpaid This 
..does.:not.tnctude:addKionaU •" - 
such as interest, ■ , 


/'br iwore /)i/bnw«i/(?n Loait- 

nuios cmd Dcht-to-hKonie 
mdos, see S7G’J'>VnF’xA|.«'ji Quarterly 
Ih’port. Sectum 2: 'lARP Overvu^-.'' 


Second Lien Program 

On .April 2S, 2009, IVeasuTV released guidelines rcgrirding the Second 1 icn 
lA^^ram within HAMP. A si^ificant portion of delinquent borrowers cany hoi h 
senior- and second-lien debt and therefore nwy need assistance wiih i)ofh loans to 
remain in their homes. In other cases, homeowners may be able u> pay tiieir iirsi 
mortgage, but the second mortgage increases the monthly jraunenis to .i level that 
is no longer affordable. According to Treasury, t he Secontl 1 icn Program was de- 
signed to create substantially affordable mortgiige payments lor homeowners who 
qualify for a first-mortgage modification but still struggle tt) nralse iheir monthly 
payments because of a second mortgage. .According to Imasiiiy, the Second lien 
Ihcgmm could potentially reduce paymeiit-s for 1 miilion-1.^ itiillion homeowners, 
which could account for up to half of all HAMP participants.'™ 

Second-lieti debt is subordinate to a senior claim. Ili^lli claims use tlie same 
asset as collateral. For csnnple. in addition to a mot tgiigc on a home, borrowers 
may take out a second mortgage or a home-etjuity loan to pa)’ (or higher educatiosi. 
Homeowners can use their house as collateral Ibr both loans. The home inortgige 
is considered lobe senior to the second lam. In the went of a (irsi-licn Ibreclosure, 
jxrsonal bankniptcyv or liquidation, the secoiul-iien invest c>r only gets paid alter the 
initial mortage holder lias been paiii in full.^ 

Reducing Secottd Mortgage Payments 

lb reduce the numl)er of foreclosures initiated by sccond-iien holders, Ireasuiy 
will make .an olVcr to the second inorlgitgc holder that Treasury will share in both 
the write-dow n of the mortgage and the refinancing of the. loan. Treasuiy will .also 
deliver “lAiy for Success" incentive payments to servicers. Icnders/invcstors, and 
(to seirviccrs) on behalf of borrowers. Since the bank holiling t he second mortgttge 
nuiy not receive any money if I he borrower defaults on the iotm, it is incentivizod to 
work with llic Clovemmcnt to refinance the secoiu! mortgage and recoup at least 
ptirt of its invest meiu.“° 

Lenders miiy decide that rathor limn modify a lojni. t hey would like to termi- 
nate the loan in c.^ch.lnge for a one-time jwyment I’rorn tlie boiTower. T his is called 
extinguishing a loan. The one-time payment Is determined through <:♦ set ]x*yinetii: 
schedule based on four factors: the loau-to-value (''ITA'''') rirtic*. the biick-oid flei)!- 
tO'incoinc C'DIT’') ratio, the unpaid principai b.aliim;:e ('XI PB"), anti the duration ol’ 
the dciin(iuenc)’ (the length of time the loan has iH«en overdue ).•“' 
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Second Lien Guidelines 

According !o rrei(siir\; prior to iho. iA program, mortg^ servicers often re- 
lr;iine<l from completing loan modificiitions due to a lack of common standards. In 
addition to the guidelines in the original modification program, on April 28, 2009, 
Ireasury issued guidelines on second-Jien irrodifications. Tlrese gpidelincs include 
the following;'''- 

• The -seconel lien is auloinatie.oily modified when a first lien Is modified. 

• ! he sccond-lton modification may not delay first-Iicn modification. 

• Borrower, sersicer, and lentler incentives have been aligned to complete modifi- 
cations at an affordable and sustainable level. 

• Pa\^ncnls are designeii under the principle of “pay' for success," which aligns 
incentives to reduce payioetifs in a way that is most cost-effectK’e for taxpayers. 
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EXECUTIVE COMPENSATION 

;As discussed In SlG I'ARFs pre>ious re|x>rts. the execiUive coinpcnsiiiion reslric- 
tions set forth in EESA have been changed over lime by regulations, fmicnciments, 
and notices. On February 17, 2009, Section 1 1 1 of l iiSA u is nmndi J ’>s Si ttion 
7001 of the American Recovers' and Reinvestment Ad of 2009 t, ARR\ (.which 
further required that Treasury promulgate regul<ition.s ki iinpleincnt ,\RUAjimcnci- 
ments.^’On June 10, 2009, Treasury released its inlerim F inal Rule on ! AllP 
Slantlirds for Compensation and Corporate fuiveniance (the Rule i. winch imple- 
ments EES.Aas amended by.ARR.A. Hie Rule is an 'Tnleriin 1 inal Rule ' — mean- 
ing it took effect upon its publication in the f-cdcra} Rfghilcr on June H, 2009, but 
there is a 60-day public comment jTeriod after which it may be changed. I he Rule 
”iniplenHnrt|s] ARRA provisions, consolidates all of the cxeculive-conipensaiion- 
relaled provisions that are spedfically directed at rARR recipients into a single rule 
(sujHrrseding all prior rules and guidance), and ulili/.es the discretion granted to the 
rireasurx’i Secretan' under <ARRA to atlopl additional standards, some of v\hit:h are 
adapted Irom jMindpIcs set forth" in guidance preriousl)' proNidocl by Treasury' in 
February 2009. Figure 2.17 describes the clianges in executive compen-sation re- 
strictions set forth by Congress and included in 'frcasiiry' regulations over time. For 
more infomtfUion on the guidelines in the ligurc, sec Section 2: TARP Overview’' 
in SKilARP's April Quarterly Report. 


FIGURE 2.17 

EXECimVE COMPENSATION RESTRICTIONS -nMELiNE 


OCTOBER 2008 j 

i JANUARY 2009 

: FEBRUARY 2009 i 

UUNE 2009 


^ I ‘ > 1 1)1 ] 'i H 

||i i H 

i„ ,1 >1 1 [ 11*1 

"f lllllllll 


OCTOBER 3 
EESA 

EESA isanacted to mchide 
executive compensation 
restrictions tor any 


JANUARY 16 
NOTICE 200&PSSF1 
■re .stringent 
rule fegardtng golden 
paracliutes. 


OCTOBER 14 
TREASURY REGULATION 
31 CFR PART 30 


Of EESA to in ^ 

assistance from 
Treasury. 


FESRUARY' 4 
AM,WlSTfiAT10N 
AASfiXlNC£»«NT«t 
EXECUWE COMF€NSATHW 
New grirtaice on exaciittve 
cofi^nsa^ sei^rstng 
cotreanies fecaving TARP 
fuaditig into two categories: 
ExcetrtKxitd Assistance aid 
GeneraBy Available Pnigranis. 


FEBRUARY 17 
Mi!ERIC«4R£C0ratYAN0 
REINVESTIffiNTACT. 

CAfSA'! S£CTi<»>l 7001 
Sectron 7001 of ARRA is 
enacted, amending and replacing 
Section 111 of EESA 


JUt€10 

INTERIM FINAL RULE '‘TARP 
STWtDAROS FOR 
COMPENSATON ANO 
CORPORA^; GOVERNANCE’' 
Implements executive 
compensation standards 
under EESA, as amended by 
ARRA, Consolidates and 
supersedes all pnor 
executive cwxdensafion 
rules and guidance. 


Sairesn: F.ESA, P.L, .110343, 10/3/2008: Treasury. Tressuiy Re&itrtion31CPRPait30,' l<yt4.'20Ci8: Treasury, *Nc*ics 2008 -PS^,* l.']6.'2003,«ww.!ieaigov,<iccfissetl 
1/19/2009: Treasuiy, “Tnasi.iry (Vinouoees New ftestnclom on Execunw CcmsensaSoi,' 2'''L'2009, v«w.Ve3S,gc«, accessed 3/20/2009; ARRA. P.L 111-5. 2^17/2009: 
Treasuiy, “TARP Stanclar<l,'!forComp9nsetioi'.3ndC£iipora!eG»rema»Ke,''fe'JO/2009, •s'aw.6nancB(s(aM^.goe. accessedft-lO/SOOS- 
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rhe Rule applies t o ail TARP recipients, tiefined in the Rule to include "any 
entity that has received or holds a commitment to receive financial assistance" pro- 
vided under I ARP or any entity lli;*t owns oO% ornmre, oris 50% or more owned 
by such an entity.-''' In general, the cxeciitjx’e compensation restrictions in the 
Rule aiT]-j!y f>n1y so long as the lARP recipient has an "obligation" to Treasury', an 
'’obligation" does not include Ireasuiy- holding warrants to purchase common stock 
of the i ARP recipient. 

In getverai, live Rule defines financial assistance as “any funds or hind com- 
initinenl ]rrovided through the piircltitse of troubled assets” by Treasury through 
a direct financial transaction between Treasury and the TARP participant.^' For 
o-\ampie, CPP participants that directly sell preferred stock to Treasury generaJK' 
[tav<> received finaticial assistance under the Rule. However, those institutions that 
post collateral to and receive loans from TAI.Fare considered to have not “received 
(immcial assistance provided under T ARP" and therefore are not subject to the 
Riifr,"’*'* fable 2.. -^6 shows a bre^abdown of how the compensation and governance 
standards set forth itt the Rule apidy to all TARPprognims. 


TABLE 2.36 


INTERIM RULE EXECUTIVE COMPENSATION RESTRICTIONS AS THEY APPLYTO 
7ARPPROGRAMS 

TARP 

Program 

ApiHtcabte 

Notes 

CPP 

X 

At! participating institutions are subject to the executive corrstensation 
restrictions. 

CAP 

X 

Ail partiepating institutions are stibject to tlie executive cort^ensatiori 
restrictions. 

SSFi 

X 

Pestrtetions apply to AIG. 

TIP 

X 

Restrictions apply to Citigrouj) and Bank of America, 

AGP 

X 

RestrictiDns apply to Citigroup. 

AlfP 

X 

Restrictions apply to (^, GMAC, Chrysler, Chrysler Financial, 

ASSP 

X 

Executive compensation restrjetions api^ only to auto companies, not the 
suppliers. 

AWCP 

X 

Executive compensation restrictions apj^ only to auto companies, not 
automobile purchasers. 

TAI.F 


ProgtfflTi is not applicable to TALF participants. 

PPIP 


Would apply only it there was a majority ovwier o< ^ PubBc-Prwate Invest- 
ment Fund ('PPIF”), Since PPIF wiH be structoed so that no entity can invest 
in more «)an 9.9% of the fund, executive conpeteafcn restrictions wSI 
not apply. According to OfS, the luxisy expeateJ^re pcrficy wiH f^jpty to the 
recipient.* 

MHA 


Program is exenH>led by statute.** 

UCSB 

X 

Restrictions apply oi^y to tlie instJtufion selSr^ ^ dgS)le ass^ to lieastay. 


Netes: 

' Treasiiiy, res|)onse to SGTAFIP rtrjft raport, 7,.-a^009. 

'The Matting Hotra A^fcrdiihla progaKn iaeverapted by aiatuia from ihe ntcuto compensation and cotporala govemancs standards 
selfonh intlie ARRAiimenOmants. S«» Secliwi 7002 otlhe AmercanRecevsiy and Renassanert. Act ^2009. P.L. It 1-5. 
2/13/2009. 

Sarree: Treasu^. 'Arti’ Stand.ircis for Compensation and Co^iarate Governance,' &T0/2009. »ww.6n«!cia.'st^^.gov, accessed 

6/10/2009, 
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( " I CiC 1 A 

;/'named executive officer' of a T/W 
■ fecipieht as defined under Federaf - 
: securities law. which_gener3l[y-.ine!ude&;^';vS;:i 
the principal executive officer {1^0"), 
principal financial officer {‘TFO”J, and ' 
the next three most higWy compen- 
sated ernployees 

U<.u\ Cc n> ittdEn [ ^ovee 

■Rie employee of a TARP recipient ’ ' '■ • 5 
whose total annua} compensation is ' 
determined to be the highest among aB | 
employees, where "annual compensar ' ' I 
tion” includes the dollar value for total , 
compensation as determined pursusurt 
to Federal securities laws reducedby 
the amount required by the employee’s i 
defined benefit and pension plans. ' ] 


Compensation Limits 

Ilic Rule establishes certain compensation requirements f)y winch nil l .ARP recipi- 
ents must abide. The number of enqJoyecs to whom the rcc|uirements aiijilv \anes: 
in general, however, the compensation limitations in llie Rule appiv lo the 1 ARP 
recipient's senior executive ol'ficeix (SEOs) and most, highly ■ tu d x > iv ' 

CCS, determined by reference to annual compensation, ihc Rule cichnes annual 
compensation as the dollar value for ttHal com^xensaiion as dcK'niuned pursuant lo 
ajuxlicable Federal securities bws.^ 

Different types of compensation are addressed differonliy in ihe Rule, l or 
exjimpie, the number of employees for whom bonus payments are limiled is based 
ujTon the amount of TAHP funding received iiy the instil iiiion.-'* The Rule did not 
inctude the annual compensation Ihnil of $^(>0,000 that liad been set forth in the 
lebruary 2009 .Administration guidance.^' Table 2.37 shovxs how liomis p;iymcnts 
arc ajipiied to each XARP recipient based on funding k-veis. The specific compen- 
sation requirements set forth in t!ic Rule, and how each requirement applies lo 
TARP recipients, are detailed in TaliU* 2.3S. 


TOLE 2.37 


SMbiLpYEES SUBJECt to BOMB UMTA'nON$, ,6Y AMOIfflT OF TARP FUNDINe 

Amount of TARP Funding 

fM>pNcabie Employees 

< $25,000,000 

most higtity coinpeiisatecl employee 

>$25,000,000 < $250,000,000 

at least (lie 5 most highly compensated employees 

>$250,000,000 < $500,000,000 

SEOs and 10 next most highly compensated employees 

2$500,000,000 

SEOs and 20 next most highly compensated employees 


Not*' ■Rie ARRAamsTiihiunls ofovide lha, w«h rasped to foarcul inshtutioiis Dra luw raeswari greatsi' than $25,000,000 in TARP 
assisl.Yice. lira Secnatarymivapp^-llia bonus ftnitationsloshigharnunilMrofenrployaas as Its SecratsiyinaYclatarmii'ie is iii the 
ptiKk: rtaresl. 


Spiirct: Traaswy. "TARP Starxisitls twCopipwadiar snd CoipwaW Gowetnaica," 6/10/2009, vwnv.Snsi'icialstahiljly.gov, accessed 
&'10/2009. 
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TABLE 2.38 


COMPENSAfraPjtlMlTREQUlREMEWrS - ' ' ' 

Requiremertt 

Definition 

How Rerpiremetit is App&ed 

To Wiom the Requirement Applies 

Bonus Payments 

Bonus, retention award, rx incartive 
compensation 

Bofttis pa^nats are prcMiited — excqjt 
i(x payments made in the form of reshicted 
slock (wteh cannot ha\« a v^ue greater ttran 
1/3 erf the ei^toyee's tot^ coir^)«js^on 
and must be forfeitable if the at^oyee does 
not ccMitinue provkterg serwees for toe TW?P 
reewent for at feast two years from toe date 
of grarrf). 

Employees Kientified in Table 2.37 (based 
on toe level of TARP assistance) 

Commissions 

Payment earned by an envioyee 
corisisterst with a program m existence 
for tliat type of emirfoyee as of Eidrruay 

1 7. 2009, if a substantia! portion of 
the services provided by the err^iloyee 
cotisists of fte direct sde of a procfoct or 
service to an unrelated customer 

ConwBsaons meeting toe defirahon in the Rule 
are exenvt frtMn toe inrftations on bonuses, 
retention awards, and mesntive condensation; 
howeva-, fees earned in ccmnecticm with a 
^edfied transaction (e.g., an irxtial pitote: 
erfferk^) are not comiffisaons for purposes of 
toe Ri4e, 

Employees identified in Table 2. 37 (based 
on toe level of TARP assistance) 

Excessive Risk 

Unnecessary risk taking etttouraged by 
empioyea compensation plans 

Review of ardbyee compensation plans by 
toe conwsation coinrettee. a narrative 
exirfai^n of toe cofranittee's aaiysis with 
respect to ri^, and certification that toe 
cortdensatkm ccwwmttee has condfeted toe 
review. 

AH T.«?P recipients 

Clawback 

Recovery by the company of amounts 
paid to an employee based on materiaUy 
inaccurate performaiKe critwia 

AB bonuses, retention awaids, and incentive 
condaisaticsi must be subject to clawback 
if the pa^nerrfs wae based on materialy 
inacewate performance critena: the TARP 
reepent must actuitify exercise its clawback 
rigfto inless it can demonstrate that it would 
be unreason^e to tto so. 

SEOs and the next 20 most highly 
compensated employees 

Golden Paraclitite 

Arty payment to an employee fw 
departure for arty reason, or any p^nent 
clue to a change in control 

ProhMs arv and all golden parachute 
payments to tlie applicable employees made 
at the time of departire or idoii a charge in 
control. 

SEOs and tfie next 5 most iiighly 
compensated employees 

Perquisite 

Personal benefit, including a privilege 
or profit incidental to regular sztery or 
wages 

Must disclose toe amount, nature, and 
jiisfificatioii for the perquisite whose value 
exceeds $25,000. 

Employees identified in Table 2.37 (based 
on toe level of TARP assistance) 


TrOfisuty, "TAI’P StsrKlsrd; for Comii«n«stion arid Corporate Covemance.’ ^1<V2009, viviw.t<nai%iahtab0y.gav. accessed &’l0/2009. 
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Office of the Special Master for TARP Executive 
Compensation 

Under the Rule, Txeasuiy has created a new Ofticc ol' the Special Master lor 
RARP ILxecutive Compensation ("Special Master") which wiii Itc responsible lor 
the review and anahTiis of executive comj>ensation <ii lARP reci]iienls.- - ircasurv 
has appointed Kenneth R. f 'einberg. a ‘highly respected mediator widely praised 
for his leadership of the September H'*' Victim Compensation I tind. ;is 
Master, and he will report to the .Assistant Secretary- ol the Ireasiny lor 1 inancial 
Stabilitw^’’’ The Special Maker's scope is Kmited to ttxeciiCive eom]iensalion and 
corporate governance issues under the Rule for l ARP n^cijiients. Ihe Sjiecial 
Master has the authcaity to accomplish these objtH;tives;-’^ 

• review compensation payments and plans ,it lAl^P recipients tlvai have received 
"cxctyitional assistance” (for the SE.Os and 20 next most iiighly compensated 
employees) and compensation structures (for the 100 most htghK compensatcil 
employees and any executive officers) 

• review bonuses, retention awards, and other comjxMiSiit ion paid before 

f ehniary 17, 2009, by TARI^ recipients and. where appropriate, negotiate 
reimbursements 

• provide advisory (pinions with respect to the ajijiiicalion of the Rule tind 
whether compensation jiaymcnis and plans am consistent vvitli HblSA, TARl', 
and the public interest 

The Rule reqiiircs that the -Sjvecial Master use specific princijiles when review- 
ing eompensittion jiaymcnts and plans at J'ARP recipients;-'^' 

• Risk — I he compensjition structure should avoi<l incentiv'os for employees to 
take unnecessary or excessive risks that could t hreaten the value of tlie lAKP 
recipient, including incentives thiit reward employees for short-term or lompo- 
rary increases in valuer, pcrfomwmcc. or simibir measures that may not ultinwle- 
ly Ik! reflected i>y an increase in the long-term value of' the TARI’ recipient. 

• Taxpayer Return — I he compensation struct ure, and amount payable where 
iipiilicabic, should reflect the need lor the rARP recipient l:o remain a competi- 
tive enterprise, to retain and recruit talented employees who will contrihute to 
the 1 ARP recipient’s fiitim; sticcess, and uitimtilely to be able to rejiay TARP 
obligations. 

• Appropriate Allocation — The comjx-nsafion structure shouUi appropriately 
allocate the components of compensation (e.g.. sidary. <«eciiljve pensions, 

Ixmus payments, and incentives). I he appropriate allocalion may lie diflerent 

f or dilTcrent jKsitions and for diiferenl employees, but generally, in l he case of 
an e.\ecuHve or other senior-level jiosilion. a significant ]>ortion of (he ovemli 
conijK'nsation should be long-tenn comjvcnsation th<ii ;i!igns llie interest of the 
employee with the interests of shareholders and taxpayers. 



204 


QUARTERLY REPORT TO CONGRESS 


• Perfoiinarice-Based Compeiisation — An aj^re^riate portion of the com- 
!>cnsiiiioTi shoiiki l.)e peHormancc-based over a relevant performance period. 
Pcrlonnancc-basod compensation should l>e dtrtermined through tailored 
metrics tiiat encompass indiridual [jcrfonnance and/or the performance of the 
lARP reeijnent or a relex anf business unit, taking into consideration specific 
business obicclives. 

• Coiiiparable Structures and Pajments — The compensation structure 
and jiii)' should be consistent uith pay for those in similar positions at similar 
entities. 

• Employee Contribution to lARP Recipient Value — The compensation 
structure should rellect the current or prospective contributions of an employee 
to the value of the I ARP recipient, taking into account multiple factors. 


Exceptional Assistance Authority 

Under the Rule, the Special Msister has specific duties regarding payments and 
compens/ition plaits for cNecuitA'cs of ’I ARP recipients that have received c-xception- 
ai as,sist.:i)i<x\ for compajiies rt^ceix-iiig exceptional atsistance, the Special M<istcr 
will review compensatioii jwj'incnts fisr the SEOs .and the 20 most highly coinj>en- 
sated employees at each in.stitulion. In addition, he will be reviewing competuai- 
tion plans Idr SHOs and tlic 100 most highly compensftted employees (and (he 
ex(?ciitive officers) of a l ARP recipient receiving exccirtional assistance. .-V:c(irdiug 
to Ircasury, tliis is to ensure that compcrnsjilion is fair and structured, to protect 
taxpayer intere.sts and to piomote long-tenrj sharchoklcr value.”* 

“Look-Back” Authority 

Tlie Special Master will also be conducting a ‘’iook-hack" resiew of certain pay- 
ments at ail lARP recipients tmtde prior to Februarx’ 1 7, 2009 (ic., the <la(<^ of 
ARRA's enactment). Ihe review will cover all bonuses, retention awards, and other 
compensation paid to the 5 SF.()s and the next 20 in<wl liiglily paid ctnployees.^®^ 
Fliis reviexv will encoinjiass tr[xproximt»tely 43(> institutions .'iiul 10,900 indixidii- 
als.-’* Should tiie Special Master determine that [payments w-erc made inajiiiropri- 
ately or contrary to the public interest:, he will have resjxmsihiliiy for negotiations 
with the lARP reiijiient cind the apj>hcahk' employee for ap}>r< 4 >riate reimburse- 
ment to the l■•ederal (Jovornment.-'” 


recettfing asststance unde' the pro- 

;* g^msfdrSSn;TlP;AGP.AlFP,ahd 

^ ^ ^ kiture Treasiry program designated 
die Treasury Secretary as providing 
ceptional assistance Currently inc'udss ■ 
AIG. Citigroup, BaPK of America. GM, 
GMAC, Chrysler, and Chrysler Financ-al ^ 


IM 
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L 1 A non-bindn>g vote by 
shareholders v\ith respect to ftte 
conpanv s executive compensatioo as 
disclosed pursuant to SEC regulations^ - 


The American Recovery and Reinvestment Act of 2009 — 
Expanded Provisions 

Ihe Rule expanded upon three proxisions set forth in ARRA. Ihey include re\iow 
by the Board Compensation Committee of iill employee conT]5cnsa! ion plans, ihc 
"Say on Pay ” requirement, and enhanced luxury exTTenditiire reqiiircnients. ''’^’ 

Board Compensation Committee 

Under the Rule, each [ARP recipient miisl establish a Board Coinj^ensiilion 
CAnnraittee (the "Committee"). The Commitfee miisl include indcjTtndent diiec- 
lors from the companys board and will convene for ihc jiuqiose of rovie^\ ingall 
employee compensation plans, .-^n exccj«ion (o litis roquircmcnl is iruide f or I ARP 
recipients that are not registered under the Seciirilics l .xchange Act of 1934 and 
have received $2^ million or less in I'ARP assistance, fhese institutions may 
hfne their boards of directors cany out the duties of the Board Compensation 
Committee.-®' 

!hc Committee is required to meet at least semiannually to review with senior 
ri.sk ofltecrs the proposed conipensiition pints oi'all employees and cn.siire that the 
lAHP recipient is nrt unnecessitrily exposed to risks- In addition, the Committee 
will evaluate SKO compensation pbms to ensure that the- ]>lans df) not encourage 
Sr.Os to take onneccssarv’ and excessive risks iliai could threaten the value of the 
lARP recipient, llte Rule n.'<|uires that the Committee submit an annual report to 
iVeasun' pn»viding a narrative dcscripticm ol how it limited any features of compen- 
sation plans that would encourage SlX^s to take unnecessary and excessive risks 
and any features of com}.wiisation plans that could encourage the manipitlalion of 
reported earnings to enlvnicc the compensation of ati employt^e.^’^ 

“Say on Pay" 

The Ihile provides a provision for a non-l)inding vote by .sbtroholders on executive 
coinjvensatitin, sometimes referred to as "Say on IVrv:" This provision retpiires ail 
TARP recipients to pemtii an atinual tton-bitiding vote by sltarcholders on execu- 
tive convpensalion as retjutred by SF.C', reguktlions."" 

Luxury Expenditures 

I'he Rule also addresses coqvoratc luxiuy expettses; the Rule states that the board 
of directors of any institution receiving TARP funds must hav e a company-wide 
fvolicy to define and prevent excessivx c\|>ctHliUire on entertainment or events, of- 
fice and facilitv' renovations, aviation or other transportation services, and otliev ac- 
tivities or events thiit are not reasonable expenditures Ibr live Ibliovving aeCivilies;®* 

• staff development 

• reasonable performance incentive's 

• ot her acthities conducted in the normal course ol l>usiness operations 
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ibe company miis{ iilo this policy with Ii^isury andpost it to the comjMny 
w ebsiie no iaior than (i) SK) days after the closing of the tnmsaction between 
.I reasiiry and the !>\HP rccijiicnt or (ii) 90 dax^s following publication of the 
Hide. rhe Rule also rorjiiircs that the PhO anti PFO of each inrtitution provide 
certification \ hat any expenditures neetling aj^rovaJ by a senior etxeculive or the 
bfiard of directors have been projtcrK' appnjved.*’* 

Additional Compensation and Governance Standards 

Accoriling to Ireasurv; the Rule provides additional retjuirements that will further 
protect sliareholder value and increase transjxirencv’byallTARPredpients. 

In itddiiion to I he eompensiiiion and coqwrate governance standards explicitly 
required 1))^ Ciotigress, the Rule includes three additional requirements: a prohibi- 
tion on ia\ gross-ups, a requirement that i ARP recipients provide additional dis- 
closure ()j'pcn|iiisi1es. and a rctiuirement that iARP recipients provide disclosure 
with respect to compensation consultants.™’ 


Tax Gross-Up 

A tax gross-up is tyiiically a specific pavnienl to cover taxes due on certain 
comjx'iisation. According l:o Vreasurv'. si udies luive shown that these payments 
cost l;he coinjwnies t hat provide them far more than the beneftls the pwiicnts 
provide to executives. The Rule prohibits TARP recipients from providing .my ftix 
gross-up payments t:o senior executives mid to the next 20 highest-compensated 
employees.'^*’^ 

Perquisites 

In addition to disclosure re(|uiremcnts aiij>Hcab]c to jscniuisiles (hat arc already 
enlorced by the SE(’, the Rule subiects TARP rc'cipionts to more stringent 
requirements, SEX' rules reciuirc disclosure ofpc.iT|uisiles given to (he lop live 
oxeciiitve oflicers, The Rule cxp»nuls this rwiuircmeni to incliitle jierciuisilcs over 
$25,000 given to any employees oi’TARP recipient.s subject to the bonus limita- 
tions described in Table 2.57. Additionally, fimis must pnnide a nairative descrip- 
tion and jiistiltcalion Ibr these bcnclits.-^*® 


ia>o-os5-i.i!-' A reimbursement 
of taxes owed with respect to any . 
compensation 


Compensation Consultants 

Many firms liiro compensation consuifants to determine aj:^(^riale pay levels 
for top executives. According to Treasun; these consultants maylvave inlUiencc 
over the setting of compensation, and it may lie heljd'ul for shareholders to know 
whether ! ARP recipients fiave hired an outside consultant. More specifically, the 
Rule rc'quires ail T.AHP rcdpfenis to provide a narrative description of the services 
provided by such consuifants and a dcscrijvlion of any benchmarking analysis 
performed by the consullanls.”® 
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Certifications 

As recommended by SJGTARP, the Rule provitles certificiilion and reporting 
requirements on the compensation and coqwrale go\em,incc guicleiines that iilijth 
to L\RP recipients. All certifications previded l)y i ARP reedpienis must name llic 
SF.Osand the 20 most hi^iK' compensated cminloxees ibr (lie current fiscal year. 
Under the Rule, this determination is based on their prior fiscal year's totfii annua! 
compensation. Each certification must also provide a statement l>y 1 [ic officer corti- 
lying thiit they "understand that a knowing and willful false fjr fraudulent statememt 
nijide in connection v«th the certification imy be punished by fine, imprisonment, 
or both.'“" Table 2.39 describes the rcjwrling and certification requireinenls and 
the frequency with which the institution must provitio the certifications. 

In addition to the requirements in 'lal>le 2.39, those I’ARP recipients classified 
as rccemng excej^ona! assistance must certify It) Ireasurv that they have had their 
compensation payments and structures a|)pro\ed by tlic Special iVtasIcr as retpiirod 
by the Rule.”' 


TABl.f, 2.39 


EXECUTIVE COMPENSAtlON REPORTING ANB CSRWICATON REQUREMEKTS 

Compliance Category 

Action Requiring Certification 

Certification Frequency 

Board Compensation 
Committee 

TARP recipient has created a Board Corrfljensalkm Cotmuttee ttiat meets 
tlie requirenwnts ot tl>e Rtife. 

• Later of 90 days after the closing of the transac- 
tion or 90 days after publication of the Rule 

Cotnpertsation Plans 
Excessive Risk 

Tlie Committee has evi^ijahKl ^0 comp^sation (.dans and has Identified 
arxl limited teatures o1 plans that could tead to unnecessary risks. The 
corrrmiltee has also reviewed employee compensation plans tor features 
that could encourage the nianipiiation of reported earnings. 

• Evaluate every 6 monttis 

• 90 days after Mie end of each fiscal year — must 
submit narrative description and certification 

Bontjs Payments 

TARP recipleiit has limited btsius payments to applicable employees 
in accordance witti Section 111 of EESA and guidance thereunder. 

• 90 days after tfie end of each fiscal year 

Luxury 

Expenditures 

TARP recipient has est^ished an excessive or luxury expenditures |)olicy, 
and has posted it to the company web^e, and its emptoyees have com- 
plied with the policy. 

• Later of 90 days after the closing of the transac- 
tion or 90 days after publication of the l^ule 

• 90 days after ttte end of each fiscal year 

Say on Pay 

TARP recipient has permitted a non-binding sharetKdeier resolution on ex- 
ecutive con^nsatlon (pubkely traded rccipieits only) in accordance 

witti applicable SEC regulations. 

• 90 days after ttie end of each fiscal year 

Compensation 

Consultants 

TARP recifMent has disclosed w^rether an executive cewnpensation corrsuf 
tant was fiireil and a description of services provided. 

• 90 days after Uie end of each fiscal year 

Perquisite 

TARP recipient lias disclosed tlie amoiBit, natrre, and justificaCoti for 
offering any perc^isites greater than $25, (XX) to each of its employees 
subject to bonus limitations (as klenli^i si 2.37). 

• 90 tfays after Itie end of eac)i fiscal year 

Clawback 

TARP recipient has rcqiHred that afl borms pa^aits are to re- 

covery if the payments were based on mataia^ macctr^e perfOTmemce 
metrics. 

• 90 days after Hie end of each fiscal year 


Soiircs: Trsaskiry. ‘TAUf’ Standa<'dsf7rC:omMn»tion3ndConM’3lsGaycmsncs.''S/10/'20e9. «(v(w.!>nancQist3bicy.gov, accessad &’1Q/2C09. 
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fill's section provides some background on the Federal ^encles and finandal res- 
cue iniliatives that have been implemented as part of the Gov’emment’s response to 
the Sinancial crisis. lAllP progr.ims must work in concert with these other agencies 
am! their iniiiatives — either as si ilirect partner, as in the case of the Term.^set- 
Backed Securities loan lacihlv! I.Al.f }, or as a potentially overiapping business 
idicrnative for lianks re<|uinng lunds. [hough a huge sum in its ov^n right, the 
S7()() billion in lAHP iutiding represents only a portion of a much larger sum — 
estimated to he as large as Si. 1.7 tnihon — ofpotenlia! Federal Gos'cmment 
support to the linancial s\ stcm- I his sii]i}x>rt is spread among numerous Federal 
agencies, with the f ederal Beson’e S\^tem ( Federal Reserve”), providing one of 
the laigcst siippoil ])ackaacs (S6.K trtJbon il each initiative were implemented to its 
ma.vimiim aiithori/ecl level I, 

in an eiTorl to ptxmcic context to the emironment within which the TARP 
programs arc ojicraling, this section pro\ide.s an overview of the Federal Reserve 
System and a description of I lie multiple Cmancial-crisis-responsepix^aros 
throughout the Federal Government. I his section is intended to provide pcrs[iec- 
tive for underst anding 1 ARP. SIG'f ARP ha.s no <iversight responsibility for any ol 
(he programs set forlli in (his section that do not involve T.MIP funds. .Additionally 
throughout this section, SIG lARP uses the term “potential support” to represent 
the nict-xinuim amount of suppirt a Government agency has specified that it could 
provide uiulor a s]ieci(ic program. In ttiose cases in which there are no sjx'cified 
maximum t:hre.slio[d.s, SIG lARP has ustnl the high-water mark of the jirogram 
(the maximum amount actually ciqx'ndcd or guaranteed) tlirough June 30, 2009. 
Further, some of the programs have been discontinued or even, in souk cases, not 
utilized. .As such, tliesc total pofenliai support figures do not represent a current 
total, but (he sum lota! of all support programs announced since the onset of the 
financiai crisis in 2007. 
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HE FEDERAL RESERVE SYSTEN 


BOARD OF GOVERNORS 


TmepiMfs “ a^ni0i} by fr.a Pie^aent w>(l coR^meir 


MwbRT 


3 ADVISORY CaiNCiLS 


Apoomti 


^FEDERAL RESERVE BANKS 


1 2 tanks and 25 brannlies . 

ladi bark has a &-msmber 
jowd ot tkrectois 


MEMBER BANKS 


3-000 nwtnbiifs 
133% Of sH cxxWperofii.banH#' ' 

tael) bank holds stoos a (tsa;! 
tegiofal FeSefal ResetveBJiMi', 
Qhthe menjbor'bank's ?:L' 
cai>ifalj 


■SWfCKfWtialScsww, -KEDLOitSaOdjU 
. 'RW^edmt^cfvesducatian.oq^SIttOl 
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riis Federal Reserve System: StrucUire and Key Individuals 
rhe Chairman and Board of Governors 

[he Bqatd of Governors of ttre Federal Resme is a group of seven Members 

jiominated by ifie President and confirmed by ti'e Ser'ate. Ttie Banking 
.fclpf:l93S,states that the Board of Governors shoifd have a "fair- representation of the 
iharciai^ agriciilhjral. iridusfrial. and commercial interests and geographical divisions of the 
Jbyh^.'VandhD two Governors may come from the same Federal Reserve Distric*.--'’hach 
aoyerftOf'sterrtt is 14 years, and those who have served fcli terms cannot be reappointed; 
to^ever, those appointed to complete an unexpired ter m may be appointed for the follow*- 
iing'.fui term. Appointments are staggered so tlwt one term expires on January 31 of each 
even-numbered year.-'- * Currently, there are two vacant seats on trie Board of Governors. 

: The Chairman of tire Board is chosen by tite President and must be confirmed by the 
Senate: The Chairman sea-es terms of four years and may be reappointed as Chairman 
until his or her terms as a Governor expire. Currently, the Chairman of the Board of 
Governors is Ben Bernanke. Sworn in as Chairman on February 1. 2006, his term on the 
Board of Governors will expire in 2020,'^'’ although his term as Chairman wilt expire on 
January 3L 2010, unless reappointed. 


Federal Open Market Committee 

The Federal Open Ma'ket Conmiittee (TOMC") is the other primary Doticymakiiig body of 
the Federal Reserve System, responsible for Open Market Operations I "OMOs'’). These 
OMOs are the principal tool of monetary policy, comprising purchases and sales of U.S. 
Government and Federal agency securities that are used to affect bank re.servfis and, 
tn turn, the cost and nvaiiability of money and credit in the U.S. econonry. Ihe FOMC 
specifios a shoit-term objective for the OMOs. Ttiese policy targets change from time to 
time, but the current objective of the FOMC is to stabilize the . around a 

target interest rate. The FOMC instructs the Federal Reserve Bank of New Yo.'-k ('fRBNY”) 
to engage in OMOs as appropriate to keep tire federal funds rate near the la.rget. Such 
activity either contracts or expands the supply of bank reserves until thr? federal funds rate 
nears the target, directly affecting interest rates. Of the Federal Reserve banks, FRBNY 
has a preeminent roie in executing monetary policy, particular'y m its role as the executing 
institution of FOMC directives. 

Tradftiorrally, monetary policy has been conducted by changing the target federal funds 
rate. Lower interest rates tend to stimulate tlie econoniy, while tiigher interest rates tend 
-to temper growth ana inflatjonary pressures. 


■ - 1 . ; > ■ The ra 

which depository institution 
each other overnight to fill i 
s.horfage.s. 
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TARPTl.fTOHAL; THE FEDERAL RESERVE SYSTEM 



CTiairman. Board of Governors,- 

Vice CTiaifinan. bo»d of fiovernor-s: PresideRf,;FedePal.; 

Reserve Sartk of New York : : ' : - - , , 

Merrier, B oard of Governors 

fresidenf. f-eder^ Reserve Bank o! Chicagcr , 

Member, Board of G overtro rs ^ , : ■ 

Prestdenf. Federal Reserve Bank o! Richmoird:,,;:, f ' 

President, federal Reserve Bank of A tlanta . - ■ > 

Member. Board of Governors " ' , . 4 ,'.\ 


Pre.sKJent, Federal Reserve Bank ol sanf rancisCo - , 


. Tfw FCWCconprises 12 vo&ng members; the 7 members of the Board of Governors. 
i.;~tt«fPrest(JentofFRBNY, and4ofthe other II Federal Reserve Bank presidents, who 
:? setveone^ar terms on a rotating basis. Table 3.1 details the current members of the 

; rawD, 

•I, FDMCnieetingsare held at regular intervals of five to eight weeks. The staff prepares 
=r; ^)C*ey p^jers ter discussion and committee members discuss options in detail. Decisions 
;j \.may.<>n^be mplemented, however, after reaching consensus. FOMC policy directives are 
■(k thenteffirredto FRBNY for execution. 

Federal Reserve Banks 

'''Ther^.^ei'Z Federal Reserve Banks, one in every Federal Reserve District, each of which 
t kisheadedby aPYesidenL For a map detailing the 12 Federal districts and the location of 
|. i fee Fedef^'-fteserve Banks, see Figure 3.2. For a listing of the current Presidents of fee 
■(•-••Federaffeserve Banks, see Table 3.2. 

v.-;,. Theiotftwdual Federal Reserve Banks are “owned" by fee private, commercial banks m 
feer this ownership is. however, very different from fee pnvate-seclor ccwcept 

• erf st^ ownership; the shareholders cannot sell their stock, they cannot vote, and they 
i ' Fcamci^reGef^jdivfdends. 
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FiGUfiE3 2 ; 

MAP OF FEDERAL RESERVE BANKS AND THEIR DISTRICT BOUNDARIES 




I SYftKisee OisifKt 

aecess»(J6/: 


FEDERAL RESERVE BANKS AND THEIR 
LEADERSHIP_ 

District ‘ President 

] I k tif L Mill 


independence of the Federal Reserve System 

The Federal Reserve Board of Govempfsis an independent agency of the Federal 
Government. The individual Federal Reserve barits are not agericies of the Federal 
Government. Congressional oversjgfrt requires that the Chairman of the Board of 
Governors of the Federal Reserve apf^r twice before Congress each year to testify on 
tlie subject of the Federal Reserve’s-toonetary policy. Congress may also enact changes 
in the Federal Reserve Act to affect 'iong^term Feder^ Reserve policies and priorities. The 
Federal Reserve is a hybrid entity wiOv charactenstics of both public and private organiza- 
tions. Its independence is an imporSrft.feature.-destgrted-lo protect the monetary base 
and the financial system oversight frtSJT'polifiefzatton." . 


Taxpayer Exposure to the Federal Reserve 

As the Federal Reserve has been ptxiwcbng liQwdty toftr»icia! institutions during the 
current crisis, it has increased its exposure to potenhaifw iosses, such as if the value of 




, I’cnni'. 

pi i^orkhflft " 



' Chi £ 

i ! . tvans 

8tii District - 

- $ U IS 

James 

8. hullatd 

'Jtli District - 

- Mrre^'i-' 

iis Gaio' H 

. FU'iii 

ioth District 

— Kll r 

utty Thoma 

s M. Hoemg ' 

UthOisirict 


- FtiCliari 

‘ W, Fisher 

I2th District 

S F 

icisco' Janet 1 

.. Yeiten 




215 


SPECIAL INSPECTOR GENERAL 1 7T?C<H-a5 ASSET RELIEF PRO(3?AM 



tie coitateral posted for norvrecourse loans were to fa!! beiow flie loan affidurit At 
taxpayers are not directly liable to make up any losses of the Federai Reserye,, ti:t 
the American public is exposed in many ways to the effects of FMdral Rese^eiac 


To a certain extent, losses can be absorbed by the Federal Reserve in ^e'^cdii 
Its ongoing business. The Federal Reserve derives revenues from interest on bUts' ■ ■ ■ 
loans to banks and from lees for services, kt 2008, ihe Federal Reserve had a sotpius ui y 
$35 billion, which it remitted to Treasury, If Federal Reserve losses exceeded a c'sft^te- 
leve! — for example, Ore amount of the Federal Reserve's annual revenues — frirtfrer ■ ;'V: 
funds would be required to meet those losses. 

As a centra! bank, however, the Federal Reserve has other options that are not operi-: .' 
to the typical private-sector business. Losses up to a point can be covered by such meahs- 
as assessments on member banks, increases in interest rates on Federal Reserve loans, 
or fee increases. These efforts would indirectly affect taxpayers, however, because the - ■ 
banks could increase consumer fees or interest rates to compensate for the Federal - - . 
Reserve assessments, ' 

A major financial shorttall at the Federal Reserve could lead to either an appropriatron 
by Congress of taxpayer funds for a bailout or an expansion of the money supply (‘Tunning 
the pnnting press”) to cover Federal Reserve losses, which could lead to infiabon. 

The Federal Reserve’s Role in Addressing the Current 
Financial Crisis 

In the current financial cnsis, the Feder.il Reserve has initiated a number of programs 
to provide licjuidity to the financial system, including engaging in large-scale asset pur- 
chases, which has resulted, since January 2007, in a $] ,2 trillion expansion ot its balance 
sheet and a number of regulatory changes intended to reduce stres.s on the financial 
system. '" The Federal Reserve has also created new standby credit facilities and loan 
guarantees, and nas engaged in “quanbtative easing” (lowering interest rates to provide 
banks witii addibonat profits through larger spreads). The role of the Federal Reserve in 
the Government's response to the financial crisis is covered in more detail in the 'TARP m 
Context: Other Government Programs To Assist Ifie Financial Sector” discussion following 
ttns section of the report. 




QUARTERLY REPORT fO CONGRESS i - 



Oversight and Authority^ 


' to undertake efforts to stabilize the econoiTiy was provided by , 
jderat Reserve Act of 1913. A certain level of balance sheet activity 
urring during the Federal Reseive's normal operations, but the actvity 
ordinary by anv measure. Ccnngress receives regular reports from tiie 
Federal Reserve and'has occasionaiiv enacted legislation designed to accomplish certain 
reoonomicand financial pdicy goals. 

■ r fSection IS') details ttie powers of fi^e Federal 
Reserve Banks. In 1932. the Emergency Relief and Construction Act added paragraph 3 
to.Section 13, opening the Federal Reserv'e’s : ■ L to nonbanks "in unusual 

and exigent circumstances.’"'' Section 13(3) of the Federal Reserve Act is an ‘'emergency 
ciayse," which provides die Federal Reserve with broad poweis to take actions necessary 
to protect tie.U.S. financial system. Porfions of Section 1 3 were used during the Great 
Depression and for almost 20 years tiiereafter to provide credit from the Federal Reserve 
to nonbanking businesses, in 199 i , Section 13(31 was invoked to provide a $25 billion 
direct loan from the Federal Reserve to the FDIC's Bank Insurance Fund as a response 
to ttie Savings and Loan Crisis of the 1980s and 1990s. Section 13(3) was amended 
in 1991, aSov/ing the Federal Reserve to lend directly to securities firms during financial 
emergencies. Between 1991 and 2008 Section 13(3) was not invoked.' ' Since 2008. frie 
Federal Reserve’s lending under Section 1 3(3) includes: loans to JPMoigan Chase & Co. 
(■‘JPMorgan") to facilitate the acquisition of Bear Stearns Companies Inc. ("Bear Stearns'): 
a loan to American intemafionai Group, Inc. ('‘AlG’), a diversified financial company, which 
is not normally under the Federal Reserve’s discount window <auttiority; and the creation 
of the TALF, For a complete list of recent, known Section 13(3)-re!ated Federal Reserve 
lending, see Table 3.3. 



lA. 


Exact Language 

13(3) Discounts for indimduals. 
Poiineisnips, ana Coiooratms 
In unusual and exigent circumstances..- 
the Board of Governors of the Federal. 
Reserve System, by tie affirmative - 
vote of not less than five memfaers, . 
may authorize any Federal reserve , 
bank, during such periods as tie . ; 
said board may determine, at rates : . 
established in accordance with the , 
provisions of section 14, subdivision 
fd), of this Act, to discount for any in- 
dividual, partnership, or corporation, 
notes, drafts, and bills of exchange 
when such notes, drafts, and bills of 
exchange are endofs^d ot ctieiwise 
secured to the satisfaction of the 
Federal Reserve bank: Provided, 
that before discounting any such 
note, draft, or bill of exchange for an 
individual, partnership, or corporation 
the Federal reserve bank shall obtain 
evidence that such individual, partner- 
ship, or corporation is unable to 
secure adequate credit accommoda 
tions from other banking institutions. 
Ait such discounts for individuals, 
partnerships, or corporations shall be 
subject to such limitations, reslrtc- - 
tons, and regulations as the Board - 
of Governors of the Federal Reserve 
System may prescribe, , 

I Federal Reserve 
facilitv that lends short-term money 
directly to eligible institutions. 
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RECENT KNOWN AUTHORIZATIONS UNDER SECTION 13{3) $ ?.li< 

ISSi 

0.-ito 

Program 

Authorized 
Upi>er Limit* 

End Date 

Comnnents 


IMF 

S250.0 

2/1/2010 

.Siilrseduentiy modified to incltifieTSLF f P {Ophotis Pteg'ani' 


iridge 

1.(1, Ml 

12.9 

RepiMd 

3/17/2008 




M47.V 

2/1/2D10 

Covers primary dealers — in '•eptrmbei /008 extended !<» in' lu'ie 
brokei/deater subsidiaries ot th“ piinwrv denier' 

'>3/16/2068. 

Maiitei Lane Lie 
iBear bsearns Acquish 

ilOIl i.iJ.iil) 

29.8 


fo facititale purchase by JPMnrg-ir 1 1 Bear Steim'. 


AiCi KevoAHig Credit 
Facility 

89.0 


For- AtG: leituced to $60 biili n- tn ff( r 2008 

-'■9/10/2008 

AMi.F/NotHlep(isi!t>ry 

tnstituhons 

,d45.9 

2/1/2010 

13131 was needed to bring nonM pjsrtor', ireiitutiun^ inKiprognm 

:/10i/7/g)08' 

CPFf 

1.800.0 

2/1/20.10 


g' 

ART Securrtfes l.onciing 
Profifam 

37.8 

1?./T2/2C<)8 

For; «jG. Pan! off and terminated on 1 2/1 2/2008 

10 21VC03 

WvTIFF 

600.0 

10/30, ''20-09 

Lhgibiiity expanded in Januarv 2000 — unused, as ot 6/30/2009 

iiaO'aKVv 

f/efliden lane II 

22.5 


For. Air. 

1FIO/2()OS 

Maidtin lane W 

30.0 


For; ,A1G 

U'/VOOH 

Kc5.Kliial Financing for 
Citigfoirp Designated 
Asset Pool 

220 4 


For Citigroup: "Rin« Fence'' 

: 1 1/24/2008 

TALF 

1 .000.0 

12/.3i/2009 

Ttx're have b-een .several expansions 

1/55/2009’ 

ResKliial f inancing for 
Bank of .'Ainerica Des- 
ii>ik!!e<t Asset Pool'' 



! or: bank o! Anieiica 'Rinp Ferv.fi" 

8/2//XX)9 

Alu St\:(irifi/alian of 
t rto Insur .anco Cosh 
llcnvst MK.f ) 

v9o' 


For AlG. loans secured by life 
insurance cash tlows 

Total 


S4.390.5 



V 0 1 





\ 





'rho.wiNor-t^teiJ-/ 
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TARP IN CONTEXT: OTHER GOVERNMENT 
PROGRAMS TO ASSIST THE FIN/VMCIAL SECTOR 


By it soli, the Iroubicd Asset Heliei {Vagram (’'I ARP") is a huge prc^^ram at $700 
biiiion. As discussed in SlCM ARP's April Ouarterfy Report, the total financial 
o-sposute oi EARP and T ARl^-reiated programs may reach approximately $3 trillion. 
AJtlioiigh large in its nun right, I ARP is only a part of the combined efforts of the 
Icderai (inx'cmsricnt to address the financiid crisis. A^rosimatcH’ 50 initiatives 
nr pn)grjiins have bceri ereatetl by wirioiis Ix'clera! agencies since 2007 to provide 
potential support totaling more than S23.7 trillion. 

The i'cdera! Reserv e bits ijccn one of the lead agencies responding to the fintm- 
cial crisis — increasing its b.tlance sheet to more titan $2 trillion to irrylement a 
wide range oJ progratns designe<i to slimulitte liquidity in financial markets, as v\c>il 
as several institution-specific interventions.’-' Ihe Federal Reserv'e's S2 trillion bal- 
auve sheet (which grew from appraxiiiKitely $900 billion jjrior to the finsmcial crisis 
to a iteakol nearly $2.3 trillion in December 2008),-’^- however, does not reflect the 
tvuo ]tot:enti;ij amount ol support the 1 edcral Reserve has provided to tliosc pro- 
grams, which is estimalecl to Ije at least $6.8 trillion. 'Hris is because many of the 
programs involve guarantees that, although not lisltnl on the balance sheet, exixjsc 
the Federal Reserve to significant losses if the assets they' are hacking deteriorate in 
value. 

Other players in lire (Governments efforts include the Federal Deposit 
Insiimnce CGor[>()ratiott (‘‘I DK’’’), which l^>s contributed more than $2 trillion in 
now grass potential sujjitort. Tito newly crealwl l edeml Housing Finance .'\genc7 
{ ‘l llFA ) — under vvhose auspices lail the (iovenimcnt-Siwnsorcd linfeqrrises 
( (.SFs ) such as Fannie Mac. F'rediiie Mac, and 1 edcral 1 lomo loan Hanks 
(' F Hlils ) — has eflectiveiy provided more than $(> trillion in gioss potential 
support. Meanwhile. Ireasiuy itself has progriJms outside of those au( horiwd 
under the hmergency !:,coriomic StabilHatioit Act (’ RESA"), ami has supplied 
potential support 1)c.you<I I ARR of a}>j>roximalely $4.4 trillion. .\n ovemew' of the 
(Gov'cnmient’s new potential support: relating to the financial crisis is listed by 
I'ederal agency in 'fable 3.4, 

Of this $23,7 trillion in assistance to financial institutions, participants tn 
non-'lARP programs arc not subject to lARP’s resirictioits ami conditions, such as 
oxiMiutive compensation, nor do they necessarily retpiire specific Congressional a}>- 
[iraval, .Although SlOTARP’s oveisight rcs).mnsil>ility is for the operations ol TARP 
and directly related programs {such as lAI.F and the Ihihlic-Private Investment 
I'hogram ("PPIP")), it is necessary to mulerstand the larger context in which 
r.ARP ojierates, the litikiige-s between FARP and the trillions of dollars of other 
Oov(mimcn5 initiatives. As noted earlier, SIC FARP has no authority over atiy of the 
non-TAlU’ activities of the agencies discussed below. 


represents the assets that the Federal ^ 
Reseive has acpinred as it has put 

assets on the Federal Reserv'e's bal- 
ance sheet are the tools it employs to ; 
manage liquidity' in the sconomy. 
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TABLE 3.4 


INCREMENTAL FINANCIAL SYSTEM SUPPORT, BY FEDERAL AGENCY 

SINCE ?00/ ‘ -i 


Current 

Balance 

Maximum 
Balance as of 
6/30/2009 

Total Potential 
Support 
Related to Crisis 

Feder^ Resave 

$1.4 

$ 3.1 

$ 6.8 

FCSC 

0.3 

0.3 

2.3 

Treasuy — TWtP tindudir^ 

Fedwat Resave, FDiC 
components) 

0.6 

0.6 

3.0 

Treastry — Non-T/MtP 

0.3 

0.3 

4,4 

Other; FHFA, NCUA. OW, FHA, VA 

0.3 

0.3 

7.2 

Total 

$3.0 

$4.7 

$23.7 


-Notes: NuBbersaflecUd by ramdng- AmouSS moy nckKh overtopping agency liabiiibes. 'imptied' goarantees, arsf unfunded 
«Bat»es Total Polenb^ Support does not acccun! for coBateral pted^ Seethe "Methodology for Estimating Govenwieptfirioncal 
Exposure' itewssioo ii this section tor dtote cn the mettwdology of this chat Other ageiices nciutfe TUFA, National Credit Union 
AdmyiistrSion ftCUAT, Govenin>«)t Nationaf Mortgage Association rGHHA'l. Federal Housing Mninistiatioiif'FHA"), sndU.S. 
DeparSnent of SWerans Affes fW). 

Soutoe: SeeresJecSre souree ncSes iilhe agency-specBc lAki later in thh sechcn. 


Methodology for Estimating Government Financial Exposure 

No onkiitl Rnancwl stalements hftve l)ccn prepared for tite combitied cll'orls of 
the f ederal Covemment in its response to the finandal crisis. I'hc estiiTTates in 
this section are designed to suggest the scjile and scoptt of those, efforls aitd not to 
provide a linn linancial statetnent. These tvunihers may havo some ovrerlfip, atid 
have not been evaluated to provide an estimate of likely net costs to the taxjwycr. 
Avaibtble d;tta has been broken down into (fic following calegctrics: 

• Cinrrent Balance — (he amount thftl b»s fteeti expended on bank rescue elTorls 
and that is currently outstanding. 

• Mavimum Balance to Date — tiie highest Italftnce a program fvis reached in 
its history to dfWe. Many programs reached (heir peak in DecoitTber 2008 and 
jire now declining. C.onTp."tring the iiTaxinvum Ixilance to the cuiTent babmee 
]vrovides a sense of how far past the high-water nvtriva program might: Ijc. I'he 
sum for each Feiferal agency reflects the sum of (he individual high-water itJarks 
for each program under its supenisioti. 

• Ibtal Potential Support — quantifies the gross, not net, exposure (hat an agency 
would face should all eligible progrant fijjjTlicaiTt-s rcfjuest assistance at once to 
the maximum permitted under the program guidelines. No(:o that many of these 
prognims are collateralized or ixave not been dtviwn down to their full authorized 
levels, and as such, the actual |>ot.enlkfl for losses is likely to be lower. In certain 
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cases, ]3rograms inciiKiccj hin'e been canceled orTq>aid; however, they are still 
inchiclcd in this (able (SK. 1 AHP's intent is torqiTcscnt all support programs 

crealccl). 

! he program iisiings in ihts section are not comprehensire — there are dozens 
ol smaiicr })rogTams, regulations, statutes, and procedures ofindhidual agen- 
cies that arc not captured in tfie following tables. Also, there is potential for some 
double-counting of esposure itt inslanco-s where different Federal agencies provide 
guar.inlecs for the same (in.ancial instit»iti«)ns (such as the overlapping exposure by 
IVcasiin; the bcder?i] Rescnc. and I'Hf'A to the GSKs). 

Other Federal Responses: Beyond TARP 

t he f-edcral Government has undertaken dozens of initiatives, some of them 
invoKing specific programs wilfi specific spending limits and others without any 
specific, tjuttntifiablo measurement apptniringin the books of the responsible 
agency. l AatnpIcs of the latter include the increase in deposit insurance instituted 
by FDIC'., or the action l.>y the 1 edemi Reseixe to pay interest on reserves heiti by 
banks at tiro Reserxe Ranks,’^* To the extent possible. SIGI’ARP has quantified 
the total exposure of these programs using pul>iicly available information from (he 
Federal agencies vespon.sibIe for the programs or initiatives. Following each table 
arc f)Ticf descriptions of key prognons implemented by the agencies. The descrip- 
titms reflect tfte agencies’ own descriptions of their programs. Note that (he fARP- 
related programs, such as f AI,F and PPIP, are. not included as they are addressed 
in other sections of this report. 

Federal Reserve System 

As the. central bank of the United States, the Federal Resent- lias oxcejilitnva! 
responsibilllies and powers to deal with systemic financkil crises. Sec the previous 
discussion "lARI’ i’utoriiil; ’Ihe Federal RcM^nc System” in this rvqxiri. ihc Fedend 
Reserve has created 1 8 finandal support programs outside of its *l>\RP-related 
programs, as listed in "liifde 3.8. 
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> « \V:'t: •' J' -^ORTOFTHEFINANCIALSECTOR - FEDERAL RESERVE SYSTEM ,$ bilion:,) 


Program 

Covra^e 

Current 

Balance 

Maximum 
Balance 
as of 
6/30/2009 

Total Potential 
Support Related 
to Crisis* 


Bar^ 

S282.8 

$493.1-' 


F iiiiitv rt'iifPis 1 lit Pi tpid'n Mcdificatton”) 

BarAs 

39.1 

lil.9' 


Tn-Partv Repurchase Agreentents 

Bari<s 

- 

124.6" 


C ^m iier 1 f ipei ( u ) linr f ar titty ( CPFf “)* ' * 

Cwpwate D^t Marirets 

128.i 

349.9- 


Monev Market inuestor Funding Facility (‘'MMIFF’) 

Money Market Mutual 

Fmds 

- 

“ 


1 t B i ked Cnnmort lal Paper fitr ney Market Mutual Fund LkpcWy 
r>(iity(AM !■*’ 

Money McUitet Mutual 

Finds 

16,7 

145.9" 

tr 145,9 

Term Securities Lendins Facility ("TSl.F''), TSLF Options ProgrtMn 
C'iop'r* 

Primary Oe^s 

8.0 

233.6' 

250.D 

Expansion of System Open Market Account (“SOMA”) Securities 
Lending^' 

Primary De^s 

14.7' 

25.9"' 

32.0" 

Primary Dealer Credit Facility ("PDCF"), credit to other primary 
dealers"* 

F^maryDe^s 

- 

!.47,7‘’ 

& 147,7 

Purchase of Direct Obligations of GSEs 

GSEs 

92.1 

92.1" 

200,0" 

Purchase of GSE Guaranteed Mortgage-Backed Securities' 

GSEs 

467.1 

467.1' 

1,250,0' 

Foreign Centra! Bank Currency Liquidity Swaps 

U.S. Makets 

121.6 

582.8" 

755,0" 

Treasuries Purchase Program 

Private Credit Markets 

174.5 

174,5" 

300,0' 

Credit to AIG 

Specific hjstitution 

42.6 

89,5v 

122,8' 

Maiden Lane LLC (Bear Stearns)* ' " 

^eciflc fiistitution 

25.9 

ag.S"* 

29,8 

Maiden Lane li LLC(AiG)”' 

Specific institutioM 

16.0 

20.1"" 

22,5" 

Maiden Lane III LLC (AIG)”* 

Specific hrstitution 

20.1 

28,i« 

30,0'"' 

Other Credit Extensions (JPMorgan, Bear Stearns bridge loan)' * 

Specific Institution 

- 

12,9" 

12,9 

Total 


$1,449.3 

$3,129.5 

2$6.835.1 


::^:s3zi;:KS 


otdldnot^wlyLWsrtimil — i 

n Mlut ol totoHrat h«ld, \tfich is appromately Die k>ai amounts outstanding. 


i total iiotanttal sunnort. 


(Sources on next page) 
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Term Auction Facility (‘7AF’) — Total Potential Support Approximately [ 

$900 Billion i 

llie Tertn Auction Facility (“'I'AF''') allows hanks to laomw funds simply by putting j 

up coliateial. 11 is an ailcniativc to the i'cdenjl Kesen'c's discount wittdow, which is | 

the means b)r vvliich banks have liistoricalh’ misetl I'unds in an ctnot^ency; Because ! 

of its association with emergencies, bomming at the discouni window in the past j 
has carried a certain stigma. TAI', by contrast, is an ordiiuiry loiuiing program, and ! 
its use is perceived less as a sig^i of weakness. \ 

l AF' was creat ed in ].)ccembiYr 2007 by the l eiicral Reserve Boaixl of Governors i 
to meet tlie shorli-tenn Jit]in(lity net'ds of banks. T he I edenil Reserve claimed tlwt 
'by increasing the access of defxisitory institutions to funding, the J/M- Ivis sup- 
ported the ability of such institutions to meet the credit needs of thdr customers." 

Technically, the funds arc borrowed by banks in an auction tltat sets the inter- ; 
est rate. The bkink must lye in ‘'gcneralls’ sound f'm.anclai condition,’' and it must ' 
post collateral — such as higji-qua)ily notes — I hat are subject to certain haircuts. i 
Thus, a batik may boirow. Ibv examjdc, .S0.92 after posting $1,00 worth of securi- i 
ties. J'he minimum interesl rale a bank miw bid is the interest rate jwid by the 
Federal Reserve on excess reserve balances. Typicallyi the Federal Rescrv'c condiicl.s : 
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FIGURE 3.3 



Q4 Q1 Q2 '.■> vl 

260/ ' iwis mB 

H Fodaral Roscivi? Borrowing 
'i® Bank Rasarves 

Soufcs; Fsrteral Rssarve Board, SratiatlcsIPalease Z.l,“Ffewof 
Funds Accounts of the Uiiitod States, " Table L.108. 6/U/2C(l9. 


regular auctions of 28- and 84-da\' funds for $ HO l)iliion at a time. Banks 
may not necessarily haw been using the funds tiicy liioc boinr'sed from l Ai to 
make new’ loans to consumers. According to the federal Res<trves uecki) stafisti- 
cal releases (Table 2k 1 - Flow of I'unds Accounts), the banks ha\e, in aggregate, 
been adding the cash to their resers’cs at tlie Federal neseive. See 1 igitre 3.3 ibr a 
comjjarison ofbankborrotfings horn the £ edent! Reser\c (\shich iire predominantly 
thn)ugh X\F), versus the cash that the hanks have placed as rescives at l he 1 edcral 
Hcscr\*e. 

FH'imary Credit Program (d»e “Discount Program ModHicatiwi’’) — Total Potential 
Support At Least $111.9 Billion 

Primal)' credit loans are taken by banks at the I edend Reserve s discount window 
when iheyretjuire short-tenn fund-s to meet the needs of their customers and credi- 
tors. Normally the Federal Reserve lends at a fixed rate and tfie Ijank must iiosi 
suitable collateral, subject to a Itaircul. In August 2007, the Federal Reserve set the 
term at 30 days and approved a “iO-basis-jxtini reduction in the pi-imary ciedit rate 
to narrow the spread to wO basis points, or 0.3%, it» resjx)nsc to tlie licjiiidjly cri.sis 
ii> the biinking syjrtem. Accessibility svjis broadened in Marcdi 2008, as the ititerest 
KJte was lowered to 25 basis poinl-s over the FOMC: target federal funds ntl e, and 
the term has been Icnj^hened from .30 to 90 din's, rcmevwjble by the borrower 


Tri-Party Repurchase Agreements {‘llepo’s’’) — Total Potential Support: 

At Least $124.6 Billion 

.According to the Federal Reserve, "repurchttse agreements redect some ot the 
I'edcnil Heseive's icmpomn’ OMOs. Repurchttsc agrecinents are transactions in 
which securiiics are purchased from a primary dealer under an iigreemenl to sell 
them Iwck to the dealer on a sjx.'cifiml dt»te in the lutiire. The difference between 
the purchase price and the reinirchasc price reflects an interest paj'ntent. The 
Federal Resene mity enter into repurchase agreements for up to 65 Ijiisincss dtiys, 
but the Upiciil nvuurity is between <ine aiul 14 days. F'cckfral Rcscnc repuivliase 
agrcenumt.s suj^pl)' reserve bakinces to the ijanking system for the length of t he 
figreement . Tlie I-'edeni! Reserve einjiloys a naming convention ibr t hese tran.sHc- 
lions based on the perspective of the prittTary <!caJers; (he tlealers receive casli while 
the Federal Rcsen-e receix’es the collulcral."^^ In ait eflort to mitigate proltlems in 
certain Rei^o markets, on Se|Moinber 14, 2008, the 1 eclentl Reserv'e Board an- 
nounced that it would provide a “fctnjwunr)' cxccjttion to the limitations in section 
23A of the Fbcleral Reserve Act" (which limits a b/mk's credit oxptosure to its affili- 
ates).^^' Ibis exception "jillows all insured do\x)si(or\' inslitiUiotis to provide liquid- 
ity to their aflUiates for itssets typically funded in the tri-party repo ntarkti."'-* 
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Commercial Paper Funding Facility (“CPFF”) — Total Petwitial Su|:^rt: 

$1.8 Trillion 

I be Commerciin! Pjipcr I' lnKlinj^ I 'jidlity {"CPFF’O was created in October 2008 
to pro\ide ;m emergency source of funds (in the Federal Resers’e’s terms, a “Ikjirid- 
it\ backstop lo U.S. corjiomiions (hat borrow short-term funds by issuing 
Ck)mmerciai Paper ("C'P ). OP is ;> short-term dc!)t security' used by corporations 
lo ivdsc funds in whal lias historically inxm a liquid mailtet. This market ceased to 
Fiincfion well in tiic fall of 2(X)8. and the CIPFF has played a role in assuring issuers 
and insestors in Cil’ that they have ;i "buyer of last resort.” The CPFK according i 

i o the f ederal Pcsen e Board s 1 cbniary 24. 2009, Monetary Report to Congress, ; 

"is intended to improve liquidity in short-tenn ixinding markets and thereby : 

increase the as ailabiiily of credit lor businesses and households. Under CPFF. 

(he f ederal Reserve R.nik of New 'I'ork ("ITUINT') is committed to lending funds 
as needed lo a special piiq>osc s’chiclo ("SPV'') ihjit buys eligibie CP from eligible 
issuers, F.ligible C.P is U.S.-dol!ar-denominat«xl CP or asset-backed CP rated at 
least A-l/l*- !/F! (these are the top ratings of the ililTerent rating agencies). FJigibie ; 
issuers arc U.S, coqxorations, including those with a foreigji parent conqjany. For 
any given issuer, the SI A' is limited to the maximum amount of CP tlial issuer had 
outstanding between janiiaiy 1 and August 31, 2(X)8. Issuers must pay a fee to 
f RBNY of 0.1% of the maximum amoiinl of its CP the SPV could own. Ihe CPFF 
is scheduled to ey|iire on I'ebruary 1 , 2010.-*’' ; 

Money Market Investor Funding Facility ("MMIFP} — Total Potential Suji^ort: i 

$€(X) Billion i 

Money market funds are large investment fimds tlvit buy high-quality, short-tenn ■ 
debt, instruments such as 'Ifoasur)' securities and high-quality bank and coq>oratc 1 
notes, Investors in money market funds want absolute safety for (heir priticiixil and j 

last access to iuiids. In turn, banks and other financial intermediaries dojieiKl on ! 

t he money market as a .source of funds for their business and hotischoki customtMs. ! 
In 2008, this markel: avperienced the same liquidity problems as other markets — ; 

that: is, Investors could not fitid buyers for securities they were seeking to sell when j 
needed. * 

Tb meet (his liquidit)' need, live IA-dcni1 Reserve created the Money Market : 

Investor lYincling f acility ("MMllT"') on Ocl<>ber 2 ! . 2008. According to the ; 

f ederal Reserve Boiird's Moneiaiy Reirort l<i Congress, "the Federal Reserve Hank 
of New York will ):>rovi<)e senior secured funding to a scries of SPV’^s tofaciUtate an 
industry-supported privfiic-soctor initiative to fiivancc the purchase of eKgible assets ; 
from eligible investors. Fligiliie assets include U-S. ilollar-dcnominated certificates 
of deposit and comnicrtial pajx.'r issued by highly rated financial institutions and 
having rcinainitig maturities <>(' 90 d<tys or !css.”^^^‘lhe .SP\'s for the MMIFF are 
similar to the SPV for C'l’f }■ in that they purchase cli^bic money market paper 
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using funds iromMMIFF and asset-backed CP. f PilW is conimilied to lending 1 he 
SPV’s 90% of the purchase price of eligible assels; .sellers of assets lo I lie SP\ wiil 
receh'e that much in cash and the remaining J 0% in .issct-l>;urkc“d scc iirilios from ihc 
SP\L-^-'’lhe iMMIFF has not yet funded anypurcliases of money inarkct instruments. 
1‘ven without having advanced funds to the nuirkot , t lie iirogram may lie considcrcil 
by the market to be working mereK’ by its existence; investors are giveir the conribrt: 
that ifthey needit, it is available. Ihe MMif I SPV’s are authorized through 
October 30, aoog."-* 

Asset-Backed Corranercial Paper Money Market Mutual Fund Liquidity Facility 
{“AMLF’) — Total Potential Support; At Least $145.9 Billion 

1 he .'Vsset -Backed Commercial Paper Money iVbirket Mutual Fund l iquidity I'aeililv’ 
(■'AMI.1-"') is dcsig^ied to assist money market funds that iiold asset -l)acketl cominer- 
citd paper (’VVBCP"). Through the facility; the Federal Beserve provides non-recourse 
loans at the primary' credit rate to U.S. deywsitory institutions and bank holding 
compttnies to finance their purchases of high-tjuality ABCT’ from tnoney market 
mutual fomh. According to the federal Beserve. AMI F is intended “to assist: inottey 
funds tlvtt hold such p^er in meeting demands (or redemptions l;)y investors and 
to foster litiuidityin thezVBCP markets and broader motiey maikefs,' *-'^ Ihe AM1.,F 
was initially authoriz.cd on September 1 9. 200S, and allhouglr originttlly schecluied t:o 
terminate itv Jamittry 2009, Ivts subseijiiejitly exlcndoc! by the I cclera! Reserve’. 
Boiini tf* February 1, 2010.’^* 

Term Securities Lending Facility (‘TSLF’), and Term Securities Lending Facility 
Options Program (“TOP") — Total Potential Support $250 Billion 

In the securities nrarkeis. priminy <leafers are a groiq) of securit ies broker-detders who 
siH'ciali/e in ’i'reasmy and Federal agency debt, and \vho Ivive the right to trade di- 
rectly with the Fedcml Beserve System, fhw also participate directly in U.S. Treasury' 
auctions. T'hey arc an iin]>oiiant conduit (or financial interactions between tlie 
Fcderid Govemment ;aul tire privjite nwrkcls. In early 2(K)S. this dealer sj'stem was 
under increasing ii(jui<lity pressure, which the f e<lcral Reserve addressed on March 
11, 2008, with the oslabiishmcnf of a iemr Securities I , ending facility (“’I'SU ''’), 
Acconling to the Federal Reserve Ikwrrcfs icljniiuy, 2009 Monetary Report: to 
Congress. "Under the 'FSl-F, the Federal Reserve letrds up lo $200 billion of Tratsury 
securities to primary dealers fora lenn of 28 days (rather than overnight, as in the 
regular sc-curities lending program); the lending is secured by a pledge of otlier securi- 
ties.”^' 1he {8her securities llvtl must l>e posicti as collateral were bmadertod from 
the intdifionjt! ebgjbic assets — treasun'and fbdera! agency securities, imd AAA- 
rated private-label residential mortgage-backed securilios (''BMBS") — to mcliido all 
invesltnent'jaade debt securities. ’FSI.F makes secutities avail.'tble in weekly auctions. 
Ihe progiam is scheduled to end on February I. 2010.'‘^ 
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\n t'Ms nskm o{ she i SLI is ihe TSIJ' Options Program ('TOP")* described by 
I HI’N^ ,)s cl iJrograin imonded to “cnhjMice the e£fecri\'eness of ISIP by offer- 
ing aildcd lujiiidity o\'Cr periods ol bcighfenetl collateral market pressures, such 
is ([ii trt< 1 ( !id diiles.’"'” The progRim ‘ offen; options on a short-term fixed rate 
oi I iSi .i j bond-for-bond loan of genera! 'Ireasiiry coHateral against a pledge of 
ciiaiblc coliateral"'^® ! RBNY's ()jicn Market Irading Desk will offer a total of 
''^0 i liiion in options lor each targeted }>criod.’^‘ As of June 25, 2009, thel'OP has 
li(.< n sus]-'< nded. although the federal Hesen'e states that it is prepared to resume : 
I OF auctions '‘ifuiuTanted iiy evolving market conditions.'’^ 

Expansion of System Open Market Account ("SOMA”) Securities Lending — Total 
Potential Support: $32 Billion Increase in Funding 

lh(^ System Opcti Market Account ("SOMA”) was started in 1969. and is nvin- • 
aged by 1 RBNA'. 1 he account contains dollar-dcnominated assets purchased in i 
opeti market operations.''*^ and is a “store ol liquidity in the event an emergency’ 
need for Ii<{utdit\' arises.”*'*'' Borrowing is jx’rmiftcd “for the puipose of covering an i 
expected fail to receive on t he part of a dealer, in oixler to prevent lending activity 
from alfecting rcserves, IVeasury securities, rather than cash, are posted with the 
I'ederal [Reserve as collateral.'’**^ In response to irurrket pressures, the program was 
e.\paiuled on Septcinlier 23, 2(X)8. to raise the current dealer aggre^te limit from 
$3 liitlion (:o $4 biition*'"* find rfiised ag.'iin on Odoln'r 8, 2008, to $5 liillion |xir 
dealer.*'*' : 

Primary Dealer Credit Facility (“PDCF”) — Total Potential Support At Least i 

$148 Billion | 

T he Fedenii Reserve Boanl’s l‘ebniarv' 2009 MonciaTy Report to C-ongress slates i 
that "to bolster nuirkel: licjuidity and promote orderly market functioning, on March i 
16, 2008, the 1 cderal Reserve Rofird voted unanimously to authori/c liie rederal i 
Reserv'c liankof New York to crejite a leiuHng facility — live Frimaiy Dealer Oedil: • 
b'acilily |“PDCF”1 — to improve the ability of prinxiiy dcalci-s to provide financing i 
l:n participants in securitizjition innrkets."*'*’* I ,oans are nvide to priin<ir\' dealers, i 
against which they must post eligible coilalcral — the definition of which hfis Ixicn i 
e.xixmded from all investnieni -gi'ade securities to now include "all colkiteral eligible J 
for pledge in iri-parly funding arrangemt'iits through the inajor clearing liitnks. : 

The interest rate charged on such credit is the same as the primarv' credit rale 
at: the 1 cderal Reserve Bfink of NevvAork.’’*** T he first participants in the FDCl' 
were Mcnill kvitcfi, Cioklm.'in Ssichs, and Moigan Stanley: it was later cxjianded to 
include oi lier primary' ticalers. I he pri^ram is scheduled to Iciminatc on 
February' 1, 2010.*’“ 
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Purchases of Direct OUigations of GSEs — Total Potential Support: $200 Billion 
Government-Sponsored Enterprises (“GSEs”) iirepriwilc corjioniiions created by 
('ongress to ftdfiU certain financial poKcy goiils, priinariiy in tlic hoiising finance 
markets. The most prominent of these are 1-annic Mae. 1-reddic Mac, and the 
I'HLBs. As Fannie Mae and Freddie Mac in particular encountered dilTicidty rais- 
ing funtls in 2008, their problems affected the housing inarkcls in general, where 
these two ^encies alone accounted for more ihati half of all iinanciiig. 

lb promote market functioning, the avaikiirilily of creilit, and support for the 
h»»usingand mortgage markets, the Federal l^cservc. on September 19. 2008. ati- 
noimcird that it would commence purchasing debt find other itistrumenis ol' the 
GSEs thou^ its C^>en Market Trading Desk; these purcliases are made iit com- 
petilhe auctions through primary' dealers. 

On Noveml)er 25, 2008, the Federal Reserve announced a program to purchase 
up to $100 billion in the GSEs’ direct obUg<»tion-s. Note that GSlcs raise funds for 
ntorlgage lending in two ways — by direct borrowing or I’v guaratitceing thiixi-party 
mortgage-backed securities ("MBS”). On Marcli 1 8, 2(K)9, t he I cdcral Reserve's 
l OMG increased the size of these lines to a total of $200 billion for direct 
obligations. ’^'.Although the direct bomtwing line has been focused on fixed-rate., 
non-callable, senior benchmark securities of the GSl'ls, the Federal Reserve has 
slated that it nviy change the scope of itspiircha.ses in liie lufuro. 

Purchases of GSE-Guaratiteed MBS — Total Potential Support: $1 .25 Trillion 
In addition to purchasing the dirtH:t obligations of CiSEs. the rederal l^escrvc is 
further supjwrting the morlgigc inarkels by cointnitting to purchase, up to 
$1.25 trillion of MBS (hat have been guaranteed by the GSEs. This purchase iine 
was originalh' lumounccd on Newember 25, 2(X)R. with a inaxinuim ]>urchase lirnit: 
of $500 billion, but this amount: was raksed by $750 billion to $1.25 trillion on 
March IH.2009.'« 

Foreign Centi’al Bank Currency Liquidity Swaps — Total Potential Support: 

$755 Billion 

Oti December i 2, 2(X>7, the FOMG announced tlial it had aulliorized dollar 
liquidity swuji lines with the Eurojican Gcntnd Bank and the Swiss National Bank 
in order to ’ ^irovide lii|uidity in U.S. dollars to overseas markets,”^' '* Since then, the 
progmm has expanded to include addil.ionai central !)anks, 

Ihe Federal Reserve describes the transitetiotts as follows; “Tliese swaps involve 
two ininsiK-tions. Wlien a foreign central lamk draws on its swap line with (he 
Federal Resen’e. the foreign central bank sells a specified amount ol' its ciUToncy 
to the Federal Reserw in exchange for dollars at the prevailitig jtiarkel exchange 
rate. The Federal Reserve hold-s the foreign currency in an account at the foreigti 
central bank. The dollars that the Federal Res<>rvc pro\ ides are deposited in an 
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accovint iha! the I'oroign central }>ank mf»hitains at the Federal Reserv’e Bank of 
Ncv\ ^brk, Ai ilio same time, llic { cticra! Resen’e and the forei^ central bank enter 
into H bitKiing agTcomcnt for a second Irimsaction that obh^tes the foreign central 
bank to f)iiy Ijack its tinrency on a sj^cilled future date at the same exchange rate. 

I he second irimsiiction iinuimls the first. the conclusion of the second transac- 
tion, the foreign central hank pays interest, at a market-based rate, to the Federal 
Resers'e. 

"V\ hcn lire Ibrcigit central bank lotids the dollare it obtained by drawing on 
its swap line to institutions in its jmisdiction. the dollars are transferred from the 
I'oroign cciitra! Ijank's account at the federal Reserve to the account of the bank 
that the borTo^^i^g institution uses to clear its dollar transactions. The foreign cen- 
tral bank remains obligated to n^liim the dollars to the Federal Reserve under the 
terms oi the. agreement, atid the f ederal Reserve is not a counterparty to the loan 
o.xtcndcd ))\' (ho foreign central batik, fhe foreign central bank bears the credit risk 
associated 'vith the loans it makes to institutions in its jurisdiction."^^^ 

Treasuries Purchase f^gram (‘TPP”) — Total Potential Support: $300 Billion 
On Marcli 1 8, 2()()9, the FOMCi announced llial "to he^ improv’e conditions in 
private credit markets, t he | f-OMC i Committee decided to purchase up to $300 
billion of longcr-tonn Treasiuy Securities over the next six months. The Federal 
Reserve states tliat tlie goal of I RP is "topnmde sin>port to mortgage and hous- 
ing market s and to foster improved conditions in financial irwiikels more generally" 
l:>)' cheapening tlie yields of the longer-term (hn'cnimeni securities which arc the 
benchmttrks tigainst wiiich t he rates of long-term kians, such as mortgages, arc 
set.’*"’ 

Credit to American International Group, Inc. — Total Potential Support 
$122.5 Billion 

The Federal Reserve Board's Monetary Rqiort to (Congress slates iliat ‘1n early 
Sejitembe.r, the condition of American International (Iroup. Inc. ( “AlCI "), a laigc, 
complex financial institution, deteriorated rapidly. In view olTbe likely systemic 
implications and tlie potential for significant adverse cITects on the economy oi'a 
disorderly failurt^ ofAICi, on Se].>tember 16, tlie f ederal Reserve fioaixk witli the 
support of frcasiny, aufhori/ed the Federal Reserve fkink of New York to lend up 
to $8$ billion to the firm to assist it in meeting its obligfiiions and to facilitate the 
orderly sale of some of its businesses. This facility had a 24-month term, with inter- 
est: accniing on the outstanding balance at a rate of 3-momh Lijror plus SoO basis 
points, and was collatevali/cd by all of the assets of AIG and its primary' non-regu- 
laled subsidiaries. On October 8, the Federal Reserve announced an additional pro- 
gram iiiuicr which it would lend up to $37.8 billion to finance investnK'nt-grade, 
lixccl-income securities held bv' AIO. These securities !iad previously been lent by 
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AlGs insurance company subsidiaries to third {Kiities.'"^'^ This i mhu \\ is up mi 
in full and terminated on December 12, 2008.'’*.Subsi'qucntK ni \n\i niim idOs 
"li^suiyL through X’\RP, purchased $40 billion ol new ly issued Ai(i prciened 
shares under the Systemically Significant Failing Institutions i, SSM i program. 

Ihe $40 billion took scane of the pressure oft the I'li-st l edcral Reserve line ol 
credit, allowing the Federal Re.serve to reduce from $8S biliion io is<>0 hiilujn the 
total amount axiulable under the credit facility."^’“ In addition to reducing tlic si/e 
of the line of credit, the F^eral Reserve reduced the interest rate on the ladlitv 
and extended the term of the facility from two years to five scars. On 
March 2, 2(X)9, the I'edcral Reserve announced authoii/Titicm [or new loans of up 
to an a^jc^te amount of approximately $8.5 billion to special puqrosc vehicles 
established by domestic life insurance subsidiaries of AIG 1 hat would be repaid by 
the net cash flows from desi^iated blocks of life insurance policies held iiy the par- 
ent insurance companies.**’ 

Maiden Lane LLC {Bear Steams) — Total Potential Support: $29.8 Billion 
In mid-March of 2008, Bear Steam.s. a miijor investment bank and primaiy dealer, 
was in imminent danger of failure. According to tiic I cdera! Reserve Board's 
1 ebniim' 2009 jMonetary Rq?ort to Gongress. "A bankruptcy filing woutci have 
forced the secured creditors atid counterpartic^s of Bear Steams to iiijuitlate un* 
deriving collateral, and ^ven the illiiiuidity of markets, those creditors and coun- 
terparties miglit well have sustained substantial losst^s. If (Ivey Ivacl responded to 
losse-s or the unexjwtcd illiquidity f>f their holdings by pulling Iwick from providing 
secured financing to other fmns and by dumping latge volumes of; illiciuid assets 
on the market, a muclv broader financial crisis likely would have ensued, I hus, 
the Federal Reseno juilgcd that a disorderiy failuie of Bear Steams would hav'e 
threatened overall financial stability and w'ould most like))' have had significant 
adverse implications for the U.S. economy. To prevent a complete collapse of 
Bestr Steams, iheretbro. the Federal Resoivc Itivoked il:s emergency autliorilies 
under Section 13(3) of the Federal Reserve Act toauthori/e a loan of $30 billion, 
secured by $30 billion in Bear Steams' assets, to Ixv itsecl by JPMorgan to purchase 
Bear -Steam-s am! to assume the compitnys linancial obligations. A limited (iabilily 
comjvjmy; Maiilen lane Ll.C; was formed to facilitate these arrangement-s, particu- 
larly to hold and manage v^rtain assets. On jimc 2<i, 2008, JPMoigan completed 
the acquisition. Maiden Lime l.LC |vurchased approximately $30 billion in Bear 
Sleams assets on that date vvilh approvimirtcly $29 billioti of i'umling I'rorn the 
Federal Reserve to Maiden Lane LI .G and a subordinated loatt of approximately $ f 
billion from JPMorgan.**-* Today, the Federal Reserve is nvaivaging the disposition <if 
Bciir -Steams' assets. 
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Maiden Lane II LLC and Maiden Lane III LLC (American intematlonai Group, Inc.) 
— Total Potential Sufi^Jort: $22.5 Billion and $30.0Bifion, Respectiv^y 
The Toclon)] Resen’c Bo.-ird's April 2(>09 Monetaw Report to Ck>ng^ss states that 
”ln Nov ember 2008, liio I bderat l^eserve also announced plans to restructure its 
icnciing jeliHcci to AlCi !>)• extending credit to two newly formed limited liabllitx’ 
companies- The first, iMaiden l ane 11 l,l.C, receiv-ed a $22.5 billion loan from 
the i ederal Reserve and a $1 billion subordinated loan from AIG and purchased 
residentia! mortgagc-ijacked securities from .AIG. .As a result of these actions, tire 
securities lending facility establislrcd on Octo}>er 8 was subsequently repaid and 
lonninalcd. T he second new compftny. Maiden l.ane 111 LLC, received a $30 bil- 
]j<}n loati iVom the I ederal Reserve and a $5 billion subordinated loan from AIG 
and purchaseti muili-se.cfor collofcrateed dcl)t obligations on which AIG ha[dj writ- 
ten credit default swap contracts.'''^ I'he I cderal Reserve's first quarterly report on 
its credit atul liquirliiy prograins shows a decline in fair value on the assets held in 
the AlG-reialod Maiden 1 line facilities — a decline in fair value of $2.5 billion and 
$6.4 hillioti, respectively, for Maiden 1 ^ines 11 and 11!.’^- 

Bridge Loan to JPMorgan Chase & Bear Steams — Total Potential SunSoft 
$12.9 Billion 

According to (ho I cderal Resenc.on March 14, 2008, L'RBNYmadean overnight 
discount winclovr lotm o( $ 12.9 billion to JPMorgan to facTlitate its purchase of 
Bear Steams; this w as done simuhaneously. in a back-to-lxick transaction, to pro- 
vide secured financing l:o Boar Stci»mx.'*’'^'fbe kran vwas repaid in full the i'oliowtng 
Monday, Marcli 1 7. 2008, “with interest of nearly $4 million." Hie I 'edeixtl Reserve 
Board describes I )iis decision to e,\tcnd credit as "designed to ]srovide funding to 
Bear Stearns to meet its immediate iit|uidity needs for that dry and to give the com- 
jiany and policymakers additional lime to devekrp a more jK'nnancnt solutioit to 
the company's severe litpiidity ^wessures that ihrwitcned to cause its sudden default 
aitcl bankruptcy.''-^*’’ 

Federal Deposit Insurance Corporation 

1T)K j supports lianks by' insuring dt'posiiors agitinsl loss. Once depositors neevi not 
wony iibout the litumcial iu^atth of any pttrticular bank, the entire Ixttikingsv'stcm 
cart av'oid the dcsl:abili/.ing and dangerous p<4cntial for "runs on the bank” or other 
[jrecipitous wit hdrawals of funds. Hi-sloricaily a standby j^arantor of deposits, the 
current banking crisis has drawn [T)IC. into the business of direct guatattlecs of 
debt instruments, investtnent fimd-s, and asset values — businesses incre.jisingly 
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distant from its core. Table 3.6 prmides a summaiy ol the kty FDiC initiatives 
related to the financial crisis. .‘Xs wth the Feder.il Reserve, atn oi IDitTs iAi^P- 
relatcd prt^ams such as its invoK'ement in PPIP and the Asset Ciiiaranlec Progr.im 
(“AGP’), are omitted from this discussion because they -ire already mentioncvl in 
Section 2: "T.-MIP Ov’crview” of this report . 

Enhanced FDIC Depodt Insurance — Total Potential Support: $700 Billion 
Since the 1980s, FDIC has insured deposits u|) to a maximum oi S ! 00,000 per 
de|>t)silor. In late 2008, in response to the littuidity crisis and uncertain soivcTicy 
ii\ tire banking industiyt FDIC received statutory authorif)’ to increase its coverage 
to $250,000 for indhidiiaJ accounts.^^ FDIC slates. "li a depositor's accounts at 
one FDlC-insured bank or saving jissocbtlion total $250,000 or less, the deposits 
are fully insured. A deqjositor can have more tfoui $250,000 at one insured bank 
or savings association and still be fully insured provideil the actrounls meet ccHain 
reviuinnnents.”^*® According to FDKi. The standtird insuraiice amount oF S250.000 
}x*r tiepositor is in effect through Deceml^er 31, 201 3. On january 1 , 20 ! 4 , 1 he 
standard insurance amount will ret uni to $100,000 jx^r dcixisilor for all account 

miE 3.6 


NON-TWRP government SUPPORT OF THE FINANCIAL SECTOR 
FEDBUU. DEPOSfr INSURANCE CORPQRATKIN is amoNSi ■ 


Program 

Coverage 

Current 

Balance 

Maximum 

Balance 

6/30/2009 

Total 
Potential 
Support 
Related to 
Crisis* 

Ei^anced Deposit Insurance 
tto $2!>OK/account)* 

Depositors 

S~ 


S700,0*> 

Temporary Liquidity GuafantrM 
Program • Dd)t Guarantees 
mGP-Da>”) 

Banks 

345,8 

345, 8« 

940, Oil 

Temporary LiqiiitSty Guaiantee 
Program - Transaction Account 
Guarantee Program (“TLGP ■ TAG') 

Depositors 

0,4 

0,4® 

684,0f 

Total 


$346.2 

$346.2 

$2,324.0 


NM«i: tJumbers affeettd by rcincbig. 

'AsDf^i/2C09,H)tD«!!Osihnira,ic« Pint (0^ remained solvent and rotC had yet to draw on airy of the tidditianaj borrowing 
.netwriiy gr^d Congress. RJIC, Oief Fnancial OfScet's Seixprl to dw Board. r«t Quarter 2009, www.fdic.gou/about/'strste- 
gir/corporatft'rio rwjoft Istqtr Oft''*xec_su.-ranary.htmi.JCCMsed 7/10/2009. 

'Estimate as of ia^'3l.'20(».Congressioo:iBu!^ OSes, ‘TTwSrjdget and Economic Oullorjicriscal Years 2009-2019, p, 41, 
'Eederal Deposn insurvrea Corporatiot). MenS^ Reports on Debt Issuance Under the Temporary UoLildity Guarantee Piogrern. 
V31/2009, www.ftic.gov/rejpimioni'resoutces^eyTEportShtnil. accossad &'29/2009. 

rfDIC. ChiriFnarKialOffictrs Report to the Board. Q4 2008. wow fdrc.gos'aboul'slMtegic/cai'porslo/cfo, report, 4(itr 08/ 
sum_uends resoHsitnil. accessed 

•As of 3/3L/2Q09. duriig 2008 FOC o^ «*S70miaon n guaranteed dams of depositors. TOC, Chief Financial Offtcer's 
Report toBa Board, Q4 2008, w«vr.f(Scgoy/aboub'strsSe0c/cofporate/cfc.,r4port...4filr,,,O8/5itni,,trends,.r«.Hi!ts,idm], accessed 
4'31.'2009. 0urir®Qi FKC pad out S323iTi8ic«i,\ww.fdic,80H'sfcout/strateg‘c.,'corootate,''cto.. report. Istqtr. .09/coro„. 

f(iid..gr)_st3tementJWI, accessed ^r30.r20fo. 

rFDtC. SiipervBory Jsigfits, Sunrrref ^9, o. 4. FOC, Sigrervesery hsi^Ss. Sranimer 2009, o. 4, www,fdic,gov/regulationi' 
axamratenVsoPwvisoiy'.'nsr^ii'sisunOO/a.sranOS.pdf. accessed 7.'!!/2009. 
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categories except fHAs anti other certain retirement accounts, which will remain at 
$250,000 per dejx>silon”’™ 

rile Ciongressinnai Budget OBicc (“CBC)”), in its “Budget and Economic 
Out iook; 1 iscal Vc.ars 2009 to 20 ! 9," estimates that the temporary increase in the 
iitnii of deposit insurance will “incrciisc the amount of insured deposits by about ; 

$700 biliion, or i 5 percent."’” Clainvs on deposit insurance are paid by the Deposit 
Insurance I iind ( ’Dli "), w hich is (inanced by fees levied on insured banks. In the 
event liiai the iiinds ;ivaija])lo in the Dli should be insufficient to cover claims, ; 

i l)!(2 can !)om)w Irimi Ireasurv Ot>slt>ricalK- «p to $30 billion, but recently in- 
crciised to $ 100 billion with a I einjxiran' authority up to $300 billion).’’- As of the 
end of Marcti, 2009. i- DK^ had ntn borrowed from Treasury to cover any losses to 
Dljrr.* 

Temporary Liquidity Guarantee Program (Debt Guarantee Program) — Total , 
Potential Support: $940 Kllion 

The Tbrnponuy ( iqiiidily (fuaranlce Ihxigntm ('TX.GF') was established in October ■ 
2008 to address "disruptions in the credit market, puticularly the interbank lend- 
ing iTUirkct, w hicii rc^cliu ed batiks’ iitjuidity and impiiired their ability to lend. The 
goal of the TIGP is to decrease the cost olT«ink funding so that bank lending to : 
consumers atid busitiesses will nortralizc.’’”"* T he pnigyam “docs not rely on the : 
taxpayer or the deposit: insurance fund to .acKieve its goals:”’’* rather, it is ‘entirely ‘ 
funded by indiistty fees, ”"'’'['1.01’ Iws two components, iJie. debt gtiaianlce pro- • 
gram (“DOP”) discussed in this paragrtph and the Transaction Account (iuarantee | 
(‘TAG ’) jinjgvam described in t he following panigniph. IXiP pmvides an I DIG I 
guai-antoe of newly issued senior unst^ciirc^d <lcbt of depositor)- insliiuli«)ns. The j 
goal of the DGP is to "create significant investor detivnid. and dramatically reduce ■ 
funding costs lor cligil)le banks and bank holding companies."’” 1 DK^insuretl ; 
institutioirs were automatical!)’ included in the program, but givcti the option not to j 
particiiTate. Participating institutions may issue debt umler the IX ;P inrtit October | 
31, 2009, with the debt being guaranteed until "the eartiest of the opt-out dale, i 

the maturity of the debt, tlie ttuindalorv' conversion dale for niandaiorv’ convertible i 

debt, or December 3 1 , 201 2.’'-"'‘* '■ 

Temporary Liqutcli^ Guarantee Program (Transaction Account Guarantee ; 

F^ogram) — Total Potential Support: $684 Billion ’ 

On Octc)l)er 14. 2008, 1'DIG announced the temporarv’ ThmsactionAceoimt ; 

C'iuarantce (‘TAG") program, which is the second component of the T'LGP. It ; 

pn)vic!es depositors with "unlimited coverage for non-interest-bearing transac- 
tion account s if l lieir liank is a )>articipanl in EDIC's TLGP. Non-interest-bcarittg 
cliecking accounts include Demand Deposit Accounts ("DD.As”) and any transac- 
tion account that ha-s unlimited wilhdntwals and that cannot cam interest. Also ' 
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included are low-interest NOW {“N^otiaWe Order of \Viihdrav\ai [ accounts 
that cannot earn more than 0.5% interest.'’-'^ Tlie progr<im is scheduled io end on 
Oecember 31, 2009. On June 23, 2009, fl)[C; voted to seek comincnl on v\hclhor 
to extend the'I/\G until June 30, 2010.-'*® f\s \\ith the del>! guarjintee component. 

I DIC-insured institutions were given the ojXion not to ]sarticipatc in llie JAG 

pro^m. 

U.S. Department of the Treasury 

Outside of lAKP, Treasure’ is using its non-fc l S.A resources atui autiumtics U) sup- 
port a nundter of other prf^rams for the benefit of ihc finjmcial industiT. M S A. 
the Jc^sbtion tliat created J ARP, was not the first financial rescue act of ( .ongress 
in 2008. Prior to EESA, C’ongress jvissed iht; I lousing and f cononiic Heiren en’ 

Act of 2008 (“HERA”} in July 2008. ,As such, many of ’IVcasuiyS earliu diortsat 
rcstorii^ stabih'ty to the financial sector arose oiti of jiro\ision.s in this law. labic 
3.7 fHowdes a summary' of the key freasury iniliatives rclaled to the Imancial crisis. 


TABi„E 3.7 


NONnTARP government SUPPORT OF THE FINANCIAL SECTOR 

— U.S. TREASURY fS bilhqnsv 


Program 

Coverage 

Current 

Balance 

Maximum 
Balance as of 
6/30/2009 

Total Potential 
Support Related 
to Crisis* 

Money Market Miittia! Fund (''MMMF”) 
Program 

Money Market Mutual Funds 


s — 

53,355.3» 

GSF Preferred Stock Purchase 
Agreements C'PSPA') 

Fannie/Ffeddie: Housing Markets 

59,8 

59,8‘’ 

AOO.C/ 

GSE MSS Purctase Program 

fanrie/Freddie: Housing Markets 

145,7 

145,7'’ 

314,0" 

GSE Credit Facility Program 

Fannie/Treddie; Housing Markets 

— 


25.0' 

Other HERVTreastiry 
{Tax Benefits and CC®G) 

Homeowners. Communittes 

1.9,0 

19,0 

19.0^ 

Student loan Purchases, and Asset- 
Backed Commercial Paper Cwiduits'-’ 

Higher Education 

32,6 

32,6” 

195.0 

Potential Internationa! fund LiabiNties 

International Agencies 

- 


100.0 

Total 


$^7.1 

$257.1 

$4,408.3 


Notes; fieiliers affeWet) by loimcbog 

‘Total potential siinr>o>t does r>M account tor aiy coUateial pledged. 

' Per Treasury, tt>e MMMF pnnMed coverage toaOparticipiiiiigmcaiey markes finds as c(9/i9/2008. Treasury Press Release, 'Treasury Announces Extension of Temporary 

Girarantee Program for Honey Matliel fiJtKls,''3r’31.''20e9. waw.usiieas.aoM/ptesveieasevTgTe.lilm.acwasod 6/24/2009. Thoarnixii*. $3,355 irifton, represents the total money 
mai'liet mutual furtds outstanding at tbe etxlof Q3. 2006. Federal Reserve &o^ Sia^ic^ Release Z.l. nw st Funds Accounts of theUniteif States. 6/11/2009, Table L.20G. 

' Data as of 4/16/2009. While Hottse. FY 2010 Siidgel, !nvw.>yMehous«.goy/C!(nb.’budset’Ty2010/assea/gov.pdl, accessed 6/25/2009. 

'Data as of 4/16/2009. ViWe Htxee. FY2010 Bislget. »»w.»twetiouS8 gov/‘t«nfe'budgebty20ia/assea/gov.Ddt. accessed 6/25/2009. 

'Trsasiirv, Monthly Treasury .Statement, May 2009. wwi».fm5.ftsas.gov/lnl&.'lnts0509.pdf. accessed 5.^5/2009. 

' Treasury, "Biiagel m Brief FY 2010.'' wtmv.wlreas.ga\t/offices.enjn^emeno1xidget'bi«^i<bne0^2DlC!.‘®B4f<ws'ng0S£.pdt. accessed 6/25/2009; represents the sum of Tiea- 
sury's estimates lor FY 2008, FY 2009, and FY 2010. 

'ifnuse Financial Services Committee. Summary of Key Revisions ii F61 3221. HousinsandEccnomic Recoveiy Act of 2008. vrww.bnencialservices.lvoiise.gov/FHA.html. iiccessod 
6/2V2C09. 

rHoiise Financial Services Commilteo.Summafy of Key Pnwisicnssi HR 3221. Ftooseig and Economic Recovery Ac(o(2098.wiriw.fciaicials«rvices.Kous»,gov./FHA.htm!. accessed 
6/25/2009, 

'As of May 31, 2009. Treasury. MonSiyTreasury Slattmere.M^ 2009. wft'W.!tns.!reas.gov/4iilvTnts0509.pdf. accessed '/'i'2009. 

Foclwai Register. ’Vol, 74, Mo. 10. 1/J5/2009. Notices; OepattmerS of Education Federal Farti^' Education Loan Progrj»>i,''MJp:./.'tedera!5tix!eriiaiCieS,gov,/|felci/library/EA43FeilRes, 
pill, accessed 6/28/2009. 

'Trea.sury. "Fact Sioet: tMFReionro and New An-a^ments to Borrow,’ 6/18/20C6,W«w4ieai.gov/!!res%'raleasesAgl^t*n', accessed 6, '25/2009. 
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Money Market Mutual Fund (“MMMF”) ^gram — Total Potential Siq)port: 

$3.4 Trillion 

IVcasiin- initiated the !oniporar\' Mnney Market Mutual Fund ('■’MMMF’') guaran- 
tee jjrogratn on SepKanljor 29. 2(K)8. Ihc stated inlent was to address temporary 
dislocations in credit markets by guaranteeing "the share price of any publicly 
oil'ercd eligible money mjirket mutual funti — b<Ah retail and InstitutionaJ — thiit ; 

iippiics for ;tnd pays a fee to paiTicipttein the program."^®' According to Treasury^ 
llte pnigram pro\'!ded "coverage to shtireholders for amounts that they held in par- 
ticipating money market funds as ol the clme of business on September 19, 2008. 

The guanmtee v\ jll l>c frisy^ered if a pitriicip^iling fund’s net asset value fails below ; 
SO. 995, comittoidy referrccl to as breaking the biick."^*' i 

Originall) designed to last for three months, the pra^am has been renewed and 
estendeti by the Ireasun Secretary' to run until the close of business on Sq>teml>or 
! 8, 2009,*'** runding for five jvrogram was dravni not from T/ARP funds, but Irtnn 
the I, exchange Slaljiliratiosi lamcl, w hicit was established by the Gold Reserve .Act of 
^934 .184 Exchange Stabiliiiittion iimd has assets of appmximately $50 million, 
and the total exposure of the MMMF program is theoretically’ approximately $3.4 
(rillion — the total amount of money market mutual hinds outstanding as of the : 
thiixl (tuarler of 2008, when the program was created. ; 

GSE Preferred Stock fHirchase Agreements (“PSPA”) — Total Potential Support: 
$400 Billion 

HERA proviiled temporary authority for Ireasun' to purchase olilig/itions of ibe 
housing GSEs, In September 2008 FMFA. established under UMIA to oversee j 
the housing (iSEs, put I 'annic Mae under f ederal consenatorship, and Ircasury ; 

entered into a Preferred Stock Purcliase .Agreement C'l^P.X") with Eaimie Mac i 

to miike investments of up to .$ 100 billion in senior preferred stock as required to ■ 
maintain positive eciuily.'*’^ According to t he White I louse's FA' 2010 luidgel docu* j 
ment, "On I ebruary 1 8, 2009, Treasury announced that the funding commitments ! 
for the PSPA v\ould bo increased to $200 billion. As of-Aprii 16. 2009. Fannie Mae i 
has received $15,2 billion under the PSfV\.'’^‘ .Similarly; in Soy)tember 2008, ITIFA J 
put ITeddie Mac under Fedentl conservatorship and Treasury' enterctl into a PSPA ; 
with Freddie Mac to make iirvestments of up to $100 billion in senior preferred 
stock as retjuired to maintain positive equity: On FebniaTy 18, 2009, I'rcjisury ; 

announced that the (uncling connnitments for the Ercddie Mac PSPA would be ! 
increased to $200 l;>illion, the- same as Fannie Mac’s commitment. .As of .April 16. i 
2009. ITeddie Mac has received $44.6 billion under the PSPA.'®*According to 
Treasury s FT 2010 budget, ‘The function of the P.SPAs is to instill confidence in : 

investoi-s that I'annie Mae and ITeddie Mac will rentain viable entities critical to ^ 

ihc fiinclitining of lire housing and mortgage markeLs.''**^ : 
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GSE MBS Purchase Program — Total Potential Support: $314 Billion 
IIF^R:\also^v’e freasurv’ the authoritv’ to purchase CiSI:, MBS in I lie open mar- 
kcl, and Treasury' announced the prc^rani on September 7, 2{)()8. According to 
IreasuTy's TY 2010 budget, “'Ilie function of the GSL MliS Burcliase Program is to 
help improve the availability' of mortgage credit to American homcl^tiyers aiul miti- 
gate pressures on mortgage rates. To promote the stabiHly of the mortgage market, 
treasury has purchased GSE NIBS in the secoiiiLuy' market. By purchasing these 
gui»rantee<l securities, treasury sought to broaden acccs.s i o mortgage funtling Ibr 
currctil and prospective homeowners as well as to promote nvirket stability, “ 

GSE Credit FacBi^ Program — Total Potential Support: $25 Billion 
lh«> third Treasury pit^nm conducted under Mi. HA relating to the (iSl..s is a 
program de.si^ed to “ensure credit availability to the housing (,.SI s bv providing 
secured himHngon an as-needed basis.'^ Ail of (he (.Shs il annie Mae. ( reddte 
Mac, and the FHI.Bs) would be able to borrow umier the program li needed until 
Dccemixir 31, 2009. Treasury's EY 2010 liudgcl describes tlte program as one of 
short-icmi Joans — le.ss than one month but gre<iicr than one week — collatcra)* 
bed by MBS issued by Fannie .Mac and l re<)die Mac and advances made by the 
ITIl.Bs: no loan can have a maturity dale kit cr than December 31, 2009.'''* 

Other HERA 2008 Programs — Total Potential Support: $19 Billion 

1 n iilA rocii.scd on the early centers of the financial crisis — the hotne morlgfige 
markets and the housing-related (iSIIs. Bev'ond the C'iSE programs, t he ot her 
comivonents pertaining to i'rcasiiry include measures t:o support: home prices in 
gencnii, and to support families and communities harmed by t he mortgiige market: 
problems. Spccilicjiily, the act introduced $13 billion in homebuyertax credits, 
extension of the projicrty t.ix <leduction to non-itetniring filers, as well as $4 billion 
in emetgcncy assistance for neighborhood rcfil estate market: .stabilization. ''’^ 

Joint Treasury/Department of Education Student Loan Programs — 

Total Potential Support $195 Billion 

Ircasuiy and llw Dqiarimcnt of r.ducation have jointly announced fourpro- 
gnuns to su}rport the student loan tttarkets. which have been alfected liy the 
credit crisis. The authority for these new programs is addressed in the fihsuring 
Continued ,^\ccess to Student Loans Act of 2008. The first of these programs is 
the Participation Pre^am, under vvhich the Government will buy jiarticipations 
in p<K)ls of student loims. The second is the f'urchasc Pnignim, tfiroiigh winch 
the (jovemmenf will purchetse individual lojtns from lenders so t liat. the lenders 
balance sheets can be freed up to iruike new student loans, The third is the Short. 
Term Purchitse Program {“STTP"). vvhich is a time extension of the Purchase 
lYogram. The fourth new pit^ram is the .'\ssel-B;»ckecl tionduit Program ('','\BCi*'’), 
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uniior \\ hich the fio\ x^rni7iont will issue forwanl conrniitinents to purchase Federal 
1 amily i diicaijonal loan Pn^rain (“FFFI.P”) loans from qualified /\BS issuers.^ 


ComfTM&nents to International Fund — Total Potential Sui^ort; $100 Billion 

Oil April 2, 2()0'->, President Obmna secured an agreement to increase the 
International Monetary iund \ IMF ) New Arrangements to Borrow ("NAB'^) 
by up to $^00 billion, of which the United States committed up to $100 billion. 
According to Iroasmy. 'opaiuling the \AH will ensure the IMF has adequate 
resources to play its central role in resohing and preventing the spread of intema- 
tional economic and (inancial crises. I .aige and urgent financing needs projected 
for emerging markets and dei oloping countries cannot be met from pre-crisis IMF 
lending resources,'’'*’'’ 

Other Federal Agencies Supporting Financial Markets 

In addition to the 1 edcrai Resen-e, Ircasury; and FDlC.the Federal Government 
operates a number of financial agencies, many of which are running their own 
financial rescue programs as outlined in Tabic .^.8. 

Federal Htwne Finance /^ency |‘‘FHFA") — Fannie Mae and Freddie Mac — 

Total Potential Support: $5.5 Trillion 

IT n A was created on July $0, 2008, as}>t»rt of llEHA. 'The agency' is an indepen- 
dent: regulator of certain housing-related (iSF’.s.*®’ T hese institutions arc I'aiwie 
Mae. Freddie Mac. and the F Ilf ,Bs. The financial markets fia\e liistorically siesved 
the GSIN as quasi-govcmniental. and awarded them high ratings and low borrow- 
ing costs in the anticipation that the U.S. (Jovemment would liaii (hem out if they 
were ever in trouble. 

In August and vSqitemlier o:f 2008, Fannie and Freddie lost market confidence 
as their losses grew and their financial .situations became uncertain, and both had 
dillk'ulty raising funds. Instead of shutting down the companies, HH A brouglit: 
them into Federal consemitoi-sliip and worked with Treasury and the federal 
Reserve to itistilute tlic various purchase aiui credit programs mentioned above. 

By bailing out: F'annlo Mae and I’reddic Mac, FTIT'A hiis reinforced the market's 
assumptions that tlio oidigalions til’the GSFs arc implied liabilities of the U.S. 
Government. Outstanding dclit obligation-s and MBS guarantees of those two 
firms alone exceed $5,5 vriltion.-’*’*’ 


FHFA -- Federal Home Loan Banks ("FHLBs”) — Total Potential Support: 

$1.3 Trillion 

'The Federal I lomo 1 oan Biinks (’T-'Hl.,Bs”) arc a system of 12 regional banks From 
which local lending instil nitons iKirrtw funds to finance housing and other lending. 
The FT n Hs arc organi/.ed as member-owned cooperatives, focused on providing 
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T^LE 3.8 


NO*MaRP«3«^WENT SlS>PORT OF THE FINANCIAL SECTOR 

OTHER FEDERAL HOUSING AND FINANCIAL SYSTEM SUPPORT 

Agency / Program 

Coverage 

Current 

Balance 

Maximum 
Balance as of 
6/30/2009 

Total 
Potential 
Support 
Related to 
Crisis* 

FHFA — 

Famte Mae / Freddie 

Mac CcxiservatorsNp* 

Fatme Mae and 
Fredcfie Mac 

5- 

$-- 

$5,500.0*' 

FHFA — Impfied Guarantee 
of FUB fi^ffities* 

Federal Home 

Loan Banks 

- 

- 

1,300.0» 

Nation^ Credit iktion Adm^tration 
{■NCIW) 

Temporary Corporate Credit IWon 
Licpiidily (iiarantee Proj?am 

Credit Ut»ns 

15.2 

IS.Z" 

15,2 

NCUA Homeowners Affordalwity 
Relief Progrwn CHAI^) aid Creefit 
IMbn Systan Investtnent Program 
("CU SP) 

Credit Unions 

8,4 

8.4' 

41,0' 

Increase in Guwaitees by Govern- 
ment National Mortgage Assoc. 
(“GNMAT 

Mortgage 

Lend«s 

149,2 

149,2 

149,2" 

Increase in Gifarantees by Federal 
Housing Authority (“FHA"^ 

Mortgage 

Lenders 

134.5 

.134,5 

134,5' 

Increase in Guarantees by Oept. of 
Veterans Affairs CVA")' 

Mortgage 

Lendws 

10,6 

10,6 

10,& 

Total 


$317.9 

$317.9 

$7,150.5 


ttoles: Number; 9((e«tsci hy mundiig. 

■ INese ot^aiions have been oeenioyiig en'tnntetf’ guarantee because of historical U.S. Government involvement and suiv 
port, h 2001. the CBO Slated XeO annhutes the greater liguidi^ of GSC securities aver those of ctiter 5nancialhmtslo the implicit 
guarantee, muchasBse Government gaaranteo of Traasuiy securities is olten cited as the reason for Qieir tiouiclity. " Congrossionat 
Budget Office, 'Federal Subsidies atd^e Housing GSCs. Attpendix Ai Resoanses to Aralyses of the Congiessiuiial Sudget Office's iS96 
Subsidy Lstimatts,'' S/2001. «w.cl!o.gov/(te.cftn?indius2S4IStyt)e:<0&seauence< 7. accessed 7/l/200i!. 

' Fetletal Hieing Finance ^ency (RtfAJi 'The Hwsing GSE's”. Prosantation ^ lames leseWiart, &<ecWivo Director, I?yi0/M08, 
m>Mfhla.SDvAr«bl>to.'2l6.WI2IOOdmbvvrsNn.odf. accessed 6/2&/2009. 

' Does not Include impact of depo^ instance increase to S2SO.OCO. 

•’NDUA. PtefiminaorNaftFeancidHighlisiSs, ^1^1/2009, wwwj)eua.go»/l?e3Ourceimeportsriicusi(/200M.l.srO9FI!ELlMNETREP0nT. 
pdf. accessed S/?a’2009. 

' NCUA, ’Statement of Michael £. Fiytal, Chshtnan. NatioasI Creitt Utmr Admnsiration, on 'HR 23S 1 . Tlie Credit Union Share insurance 
Stabteation AcL' 5/2£b'2009.iiiW'(r.tiouse.gov/apo»'1iiihearingrilnancisiwcs,dem,%!fll...teahmony.pdf, accessed 7/14/2009. 

[ ’ Congressional Budget OfKce, Budget aid Economic Outloak - Fiscal Years 2009 and 20li0.''lat<uafy 2009. 

' 'Represents increase 1)2008 over 2007. 

I "GNMA, Report to Cengress, fiscSYear20Ci8. 11/7/2008, vvww.giuwntae.gov/teporttocongiess/, ,«cessed 6/28/2009, 

' 'Federal Housing Aiininistraticin. 'Message fram d)e Chief Pnancial Officer,' p, 323, 1 1/17/2008, fhasecura.gov/ofliees/cfo/'aports/ 
sectifln3.pdr. accessed 6/28^^09. 

•While House. Budget FT 2009- Oepartmenl of Vetemns Affairs, )w*w'»tiit«hcuse4ov/oinlt'liudg«/fy2n09Aet6ran3,html, accessed 
i 6/28/2009. 
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low-cos! fiiiKling lor fhcirmembei's. According to the Council of Federal Ffome 
I .oan Hiiolss, she iliJ J^s pro\ide financing to approximateh' 80% of U.S. lending 
mstiliilions.'’™ 

U is true thai i ! It-A, and t)y exlcnsiini Treasury^ do n<A have full legal liability 
!csr all of f annie Mac's and I rcd<lic Mac's losses, but it has created a very’ strong 
implied gnar.intee by taking re.sjxnisibiiity’ for the entities and increasing their 
partieijration in (he iinanci;il markets, instead of closing them. By bailing out 
Fannie Mae and Freddie Mac. the F! IFA creates an assumption in the market tliat 
ii would do the same for the 1 111 Bs. Ihe 1-Ml.Rs have total liabilities ofapproxi- 
nialely Si. 3 trillion.’'"' 

NCUA — Temporary Corporate Cred'it Union Ltquic^ Guarantee Program 
(‘TCCULGP”) — Total Potential Support: $15.2 Billion 

The National Credit Union .•\dininistration (“NCUA") (ssentially acts as the 1T)IC 
of the nation's < retiit unions. The independent agency charters and supervises cred- 
it. unions, as well as insures their depositors (technically, "sharehoklers") ag<tinst 
loss through (he National (.d’lxlit Lhiion Share Insurance Fund ("NCUSIF’').''®- '\s 
of’ March 31 , 2009, NCU A insured approximalch’ $61 2 billion of deposits.*’ 

-NCU.A has iniliated several prtjgraim to address financial system dillicullies. 
in addition lo its nonnal deposit insurance programs. Ihe first fe the Jeinporary 
Coqicinite (’redit Union Litjuidity (.hiarantoe }*rognim (“TCCULCP'’), under 
which NCUA insures (he .senior unsecured debi of member institutions ex}>eri- 
encing temporary’ litiuklity difficullH?.s.'"^ On May 21, 2009. thcTCCUl.GP was 
ext ended to June 30, 2010, for new issuances, with the debt licing giuiranteed until 
June 30. 201 7, Further, the guaranteed debt limit was revised to 'the greater of: 

1 ) 1 00% of maxinuim unsecurtxl debt obligiitions outstanding from September 30, 
2007, to September 30, 2008, limited to no more than S 10 iiilhon. 2} amount ap- 
[irov'ed by the Office of Coqxiratc Credit: Ulnions not lo exceed t he greater of $ 1 00 
million or 5% of lifibilities ami shares.”""’ As of April 2 i , 2009. (here wem 
23 <:oiporij(:e credit unions participating in the pntgram.** 

NCUA Homeowners Affordability Relief Program (“HARP”) and Credit Uniem 
System Investment Program ("CU SIP”) Total Potential SuRaort $41 Billion 

T he other major fmancial rescue programs iniliated by NCUA were the 
Ffomeowners Affordability Beiicf’ l^rogntni (“FIAHP")""' and the Credit Union 
System Investment: Pivigrain (“C'U SIP "). '®* T hese programs intend to luTj) mem- 
bers avoid clelincjiiency and default (M.ABP) and increase the liquidity in the. credit 
union system {CU SIP). 
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Government National Morigage Association (“GNMA") — Totai Potentia! Support 
$149.2 BMon 

GNMA guarantees investors the timeK’ paxTOcnt principal :iivd interest !)n t\ IBS 
l)acked by Federally insured or guaranteed lo;»ns, ihus helping lo ]>r<>vicle ii<jifid- 
ity to the housing markets. ITie latest housing agency that siip]>lies inorigages 
lo GNMA-backed MBS is the Federal Housing Adminisl ration ("1 11 A"). Other 
I ederal mortgage ptt^ams participating in GNMA's programs iticliide those of ihe 
Veteran’s Administr^ion.'*®'’ The guarantees arc tinis rcdiintlanl, in the sense tfia! 
.another Federal program is ahead)' insurittg much of the principal aitioiinl. but 
the ultimate potential losses to the Federal Government depend on t he particulars 
of the indhldii.al losses. Outstanding single-family guarantees in September 2008 
were S587.3 billion, and outstanding multi-bimily guarantees v\erc 839.4 hiilion. 
Colleclivcly those amounts were iq) Si 49.2 l)illion in 2008 as tire private I'mancial 
sector lost its ability to absori> them."’® 

Federal Housing Adminisfration (“FHA”) — Total Potential Support; $134.5 Billion 
M lA proMdc-s home mortgage insurance to lenders; if liic borrower should fail to 
nvike pinTiients and goes into foreclosure. IT lA will insitre the lender against: most: 
of its losses. f 'HAis the oldest of the Federal housing agencies. In 2008, it had 
outstanding liabilities of more ifvHi S376.4 billion in single-family and muili-family 
mortgage progran'ts, an increitse of SI 34.3 billion fnan the previous yoar.^” 

Department of Veterans Affairs {“VA") Home Loan Guarantee Program — 

Total Potential Support $10.6 Billion 

The Dejwrtment of Velcnms AITairs (“W’) runs a mortgage guarantee program 
similar to [ T lA's, but limited to veterans of the U.S. militar)’. VA's prognmis pro- 
vide 100% financing (that is, there is no down pjiymcnt required)."''- There were 
cstimiited lo be ncariy $35 hiilion in VA loiins outslaiuling in 2008, an incrt;ase of 
nearly $1 i billion (44%) over the previous year."*'^ 
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Lnii(7 ihi I m<r4int\ ] i onomic Stiibilizatlon Act of 2008 CEESA''), Confess 
iiilln>!i/vd ih(. iu !sm\ S< crct;m' to take such actions as neccssaw to build 
the opcratioiia! and adirninslialive inlrsistructure to su^tort the Troubled /\sset 
Hchcd I’rogratn i I \RP ) activities. EISA authorized the establishment of an 
t)l(ice oi financial Slabilitv ("CIS”) within the U.S. Department of the Treasury' 
1 Treasiirv' 1 to be responsible lor the administration of TARP. '•‘‘‘Tteasun' has the 
auihontv to establish pnigram vehicles, issue regulations, directly hire or aj^oint 
emplovces. enter into contracts, an<i designate financial institutions as financial 
agents ol the federal (tovenuTicnl.'''^ In addition to using permanent and interim 
si ait. ()I S relies on contractors and linanciai i^enls in le^l, investment consult- 
ing. accounting, ami oilier key service areas.^‘* 


TARP ADMINISTRATIVE AND PROGRAM 
EXPENDITURES 

freasury sttited that it had incurred 827.^ million in T\RP-relatcd administrative 
expenditures through June 80, 2009.^’'Tab!c 4.1 summarizes these espendilurcs, 
as well as additionai obiigalions through June 30, 2009. The majority of these costs 


are aliocatocl to Pensonncl Servict 

IS and Non-Per.sonnei Other Services- 

TABLE 4,1 



TARP ADMINBTtBBlVEiWmWtURES AND OBUOATONSi^ 

Budget Object Class Title 

Obtigalions for Period 
Ending 6/30/2009 

Expenditures for Period 
Ending 6/30/2009 

Personnel Services 

Personnel Compensation & Services 

$7,897,655 

$7,186,531 

Total Personnel Services 

$7,897,655 

$7,186,531 


Nort-Personiiel Services 

Travel & Transiiortation of Persons 

$107,630 

$75,975 

Transportsfion of Things 

24,105 

105 

Rents, Communications, Utilities & Misc. 
Ciiarges 

80,659 

30,435 

Printing & Reproduction 

395 

395 

Other Services 

54,516,949 

19,953,191 

Supplies & Materials 

81,783 

81.783 

Equipment 

222,966 

217,857 

Land & Structures 

- 

- 

Total Non-Personnel Services 

$55,034,487 

$20,359,741 


Grand Total 

$62,932,142 

$27,546,272 

Nffte; Nimbers .Vlectstll)? lOiiDcImij. 



Sairce: Treasuty. raspons? m SlCT/Ul? dxn ca!. 7/'a'2009, 
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AdditlonaJh> Treasury has released details of jrrogrammaiic cxpcndif iirt s. 1 hesc 
cxpt!ndhuros include costs to hire hnandal ii^ents ant! legai Finns associated uitii 
lARP operations. Treasuiy shows the allocation of these programmatic costs at 
$64 million as of June 30, 2009.^'* 

TARP operations are projected to cost approxitnaleiy SITS miilion tor fis- 
cal J’ear 2009.^’®These costs are not reflected in detemiining anv gains or losses 
on the T\RP-related transactions and are tuil inciiided in fire $699 billion limit 
on as.set purchases. Therefore, these expenditures svill add to tire l edera! budge! 
deficit rc^rdless of svhether the 'Ii\RP tninsactions result in a gain or a loss for tiro 
Government.^^ 


CURRENT CONTRACTORS AND FINANCIAL 
AGENTS 

As of June 30, 2009, Treasury bad retained 43 outside contractors, including 4 
asset nranagers, to provide a range of services to assist in administeriirg lARP. As 
pennittcHl in EES.A, Treasury has used streainlined soiicitatioii procedures and has 
stnictured several agreements and contracts to allow Ibr flexibility in oirttiiniirg 
the required services axpedlliously! lable 4,2 lists ouiside vendors as ol jime 30, 
2009,“'-' 

As required by EES.A, SICTrARJ’ must report the biographical information lor 
each person or entity hired to manage the troubled assets associated with lARlV'-^ 
Since the publication of SICHARP's .April Quarterly Report, tiiere have Ijcen four 
important stall- or contractor- related develojinients at (CI S: 

• confinniition of a new Assistant: Sccrelary^ of the I’reasuiy for I'Inancial Stability 

• appointment of a Special Master for 'lARP Executive Compensation 

• creation of a Ifeasuiy jvosilion I'or rcstructuring/exat st rategy 

• a|>pointment t>i three asset managers 

Assistant Secretary 

On June 1 9, 2009, 1 Icrbert. /\llison was confirmed by the U.S. Senate t:o be the 
.Assistant Secretary of the I'rwisurv' ibr I'inancfal .Stability, replticing Neel Kashkari, 
who served on an interim basis. ■*“ In this role. Mr. Allison is lesponsible for "de- 
veloping and coordinating Ireasuty's |x>licies on le^slative and regulatory' issues 
affecting financial stability inclutlittg overseeing the Ifoulded Asset Relief: Program 
( l ARPj.’^^^Hc will also have the title of ('oimsclor to the Secretary'. 

Special Master for TARP Executive Compensation 

On June H). 2<X)9, the President anttounce^ plans to appoint Kenneth 1 einberg as 
the Special Master for XARP EAecutivc C^ompcnsalion, to "ensure compensafion 
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TAf''LL 4 2 


OUTSIDE VENDORS 


Date 

Vendor 

Purpose 

Type of Transaction ’ 

in io-jaorf 

bitnpson. 1 lacher & Bartlett 

Legal Services 

8PA 

iu.ai/20oa 

tnnisKnupp 

InvesbriCTt and Mssory Services 

BPA 

10/14/2008 

Bank of New Ych 1( Melon 

Custodian ^ Cash ktanagemi 

linancial Aiwnt 

].0/i6/2008 

Price'waterhouseCoopws 

intend CiMitfol S^ces 

BPA 

10/18/2008 

Ernst & Yoiir^ 

AcccKuitkg SfflTAces 

BPA 

10/23/2008 

GSA - Turner Con^mg* ‘ 

.rVchtvarg Services 

lAA 

10/29/2008 

Hughes Hubbard & Reed 

Legal Services 

BPA 

10/29/2008 

Scjiitre Sanders & Derr^s^ 

Legal Services 

BPA 

10/31/2008 

Limihoim & Associates** 

Fkiman Resources Services 

Contract 

1 1/7/2008 

Thacher fYoffitt & VVockI** * 

Legal Services 

8PA 

11/14/2008 

Securities and Exchange CorrarBsacm 

Deiafiees 

lAA 

11/14/2008 

CSC SystfHns and Solutions 

IT Services 

Procurement 

12/3/2008 

Trade and Tax Bureau - Treastny 

IT Services 

lAA 

12/5/2008 

Department of Housing and Urban Dev^isnent 

Detatees 

lAA 

12/5/2008 

Washington Post 

Vacancy Announcement 

Procurement 

12/10/2008 

ThacherFTofMt&Wood*'* 

Legal Services 

BPA 

12/12/2008 

Pension Benefit C^iaraity Corporafen 

Legal Services 

iAA 

12/15/2008 

Office of Thrift Siflxerwsion 

Detailees 

lAA 

12/24/2008 

Cushman and Wakefi^d of VA, Inc. 

Painfiitg 

Procurement 

1/6/2009 

Office of tlw Comptroller of tlie Cirnwcy 

Detailees 

IAA 

l/;/2009 

Colonial Parking 

Parking 

Procurement 

1/9/2009 

Internal Revenue Service 

Detailees 

IAA 

1/27/2009 

Cadwatader Wickerstiam & Tatt, LLP 

Legal Services 

BPA 

1/27/2009 

Whitaker Brothers Bus. Machines 

Office Machines 

Procurement 

2/2/2009 

Governmait Accountability Office 

Overs^tit 

IAA 

2/9/2009 

Pat Ta^or and Associates, Inc. ’ * 

Tenwary Employee Services 

Contract 

2/12/2009 

Locke Lord Bissell & Lidetl LLP 

Legal Services 

Contract 

2/18/2009 

Freddie Mac 

Homeownership Program 

Financial Agent 

2/18/2009 

Fannie Mae 

Homeownership Program 

Financial Agent 

2/20/2009 

Congressional Oversight Panel 

Oversight 

IAA 

2/2.0/2009 

Simpson, Thaclier & Barliett 

Legal Services 

Contract 

2/22/2009 

Venable LLP 

Legal Services 

Contract 

3/6/2009 

Boston Consiiting Group 

Management ConsuIttng Support 

Contract 

3/16/2009 

EARNEST Parties 

Asset Management Services 

Financial Agent 

3/23/2009 

Heery International Inc. 

ArcNtects 

Procurement 

3/30/2009 

McKee Nelson, LLP 

Legci Services 

Contract 

3/30/2009 

SonnenscliHn Nath & Rosenthal 

Legal Services 

Contract 

3/30/2009 

Cadwcdader Wicker^m & Ta«. liP 

Legal Services 

Contract 

3/30/2009 

Haynes and Boone LLP 

Legal Services 

Contract 

3/31/2009 

FI Consulting” 

Modeling and Analysis 

BPA 


Continued on next page. 
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OUTSIDE VENDORS (CONTINUED! y 

Date 

Vendor 

Purpose 

Type of Transaction' 

4 ' ^UU ' 

American Furnitire Rertals* * 

Office Fumitiffe 

Procurement 

4/17/2009 

Herman Miller 

Office Fumitwe 

PtocureinenE 

i i / 20i ' 

Bureau of Prirrting and 

D^aiee 

!AA 

t .1 AOU') 

AllianceBernstein 

Asset Management Savkes 

Financial Agent 

J /! 20 i 

FBI Group 

Asset Management Services 

Financial Agent 

4/21/2009 

Piedmont Investment /WviSQrs 

Asset Management Savkes 

Firranciai Agent 

5/14/2009 

Phacil Inc.*' 

F0!A Services 

Contract 

5/26/2009 

Anderson, McCoy & Orta, LLP’ ’ 

Legal Senrices 

Contract 

5/26/2009 

Simpson, Thacher S Bartlett 

Legal Swvices 

Contraci 

6/8/2009 

Department of htenor 

fT Saxaces 

lAA 

6/29/2009 

Department of Werior 

Web^e Testify 

lAA 


iiiSsi-Agsrey Agre^msin. RPAs Blan'Kel Puraase Ag.'semenL 
■ ’Sfijll 01 tVo'iisn/Wiiwriiy-Ofti'iad Small Business. 

' ' ■Cwtiact rs'iDonsiljiiilies assiimeri by ^rmenschein ^i3lh & fiosanttal vB iwvatiOB. 
Soiiree: Treasury, lesoonse to SCTASPriaiacai-'/K/WOS- 


plans arc consistent with the public intercsl.’'^^^As mentioned previotjsly in 
tlic “Rxecutwe Compensation" discussion in Section 2; “ l AI^P (^veniew.” Mr. 
l einbei^, whose mediation experience includes acting as the Special Master of the 
September I lth\ictim Cnra|yet>Sittion l und. ‘ w iil resiew ptiyments and coni|yen- 
sation plans for the execuUws and the 100 most highly comjiensiHcd employees 
of I’ARI^ recipients that ha\'e received exceptional assistance to ensure that com- 
pensation is structured in a way (hat gixes those employees incentives to msixitviize 
long-term shart^boldervalue and protect ta.v|Myer inlciests.”*-* Companies receix’- 
ing exceptional linancial assistance include (hose receiving assistance under the 
Systcmically Signilicant failing fnstitutiotvs ("SSI 1"). the largeted Inx^t^stment 
Prf^nnn ("l ir''). and the Aulotnolhxi Industrx’ Tiiwiicing Program (“AIFP"), and 
currently include the American International (-roup (“AI(5”), Citigroup, Rank of 
Anu'ricfi, Cdrrx'slcr, Cieixenil Motors (''CJM”). CJMAC and ('hrysler Fintincial. 

Restructuring/Exit Strategy 

On May 18, 2000, I rcasiiry announced the hiring of jim Millstein as its Chief 
Restructuring Officer, within OFS. Mr. Millstein, whost* restructuring experiAmce 
inciiuied 28 years of advisory^ work as a lawyer and as an itivestment banker, ha.s 
taken the lead in nvmaging'lix'asuty's itwx^stttient iti AK,i and other signilicant 
inxestnienls and in developing exit strategics for rreasury from these investments 
(wer lime. 

Asset Managers 

Oti /Vj-irij 22, 2009, Treasury announced the. selection of three linns to manage its 
prirtfolio <rf assets issued by hanks atvd other institutions jbiirticiiTfiling in tlt<j Cttpilal 
Purchase Pro^m (“CPP") ar»d other lARP programs. Iho assets to be miuniged 
include senior preferred shares, setiior debt, equity warrants, and otlier e(|uity and 
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il hi obiu'tHin'. lollowing /I review of more fhan 200 submissions from interested ; 
hims Irt istin self i led Aiiiancc.Bcrmtein FSI Group, LLC, and Piedmont i 
ImcviiiKiil \d'isi)ts iJG for i(}g-eemenfs\'a!id until /^Tril 20, 2014A-’ According 
I I Oi s Mil »ni i !b mslein is a leading gicbal investment management firm that | 
oilers Ingh-quaiilv research ami di\‘ersificd investment services to inslitutiona] 1 

clients, mdmdiials .’ind private ciicnt.s in major markets around the world. TIlc 
liiTO !s. hcadtjiiart creel in New Wide City and employs more than 500 investment 
pioltssK n iK viilh fxpciiise in growth cijuities, value cqitities, fixed-income sccuri- ; 
ties, blend strategics and alternative investtnents.'*^ ; 

According to <)l S, 1 SI tlroup openrtes a ‘Vnulli-strate^’ investment platfomi 
t'ociised on opporfimiiies in the financial .services .sector.”*^ The firm is based in 
Cincinnati and sjiecifili/e.s in linsincing and investing in banks, thrifts, insuratice i 
companies. Heal I:, slate iwesiment Trusts ('‘REri's"), real estate operating compa- 
nies and oihcr financial services firms. 

According to Ol S, Piedmont Investment .AtMsors. I.I.C is a money nvinagt*- 
ment firm ,speciaii/ing in ‘core equity and fixed-income management.”''^' The firm ^ 
was foumled in August 2(K)() and is based in Durham, North Cfarolina. ; 

Responsibilities 

The t hree as.set manageinent firms have etich been ass^ned a representative 
cross-section of Iveasury holdings, weighted towards the speciait)’ of each fimi. 
Ailiancellernstein has been alhx.atc'd assets relating to ^90 of the 644 financial In- i 
-stitulions in OI-'S's portJ'oHo, a broad mix of holdings <liversilied along institutional j 
si/e and geographic lines.'*-^ FSl Ciroitp was allocated 184 histitulions, weighted j 
Inwards small, ]mblicly held, local institutions.**^ Piwlmont was allocated 70 insti- i 
tution.s, weighted towards the larger in.stil»lions, given their sjx'ckilty In nvicro-jevel j 
anaiysis.'*'* ! 

The linns will all ernploy a ''biiy-and-holir’ management approach, focusing on ( 
t he policy goal of market: stability over the typical asset manager goals ol' diver- ; 

sifititilion and retuni oti investment.*''* Ihe asset managers will coivdiict analysis ; 
and ongoing valuation of tire Treasiuy holdittgsin their ]>oil('olios on l>eha!f of ; 

Ircasuiy and the taxpayers, and advise IreasuTy on management of the accounts : 
and "s(:rat<vgy and oplimai timing to execute warrants or moneti/e preferred stvires : 
and other equity .securities or debt obligrUions, consistent with Imth the duty to the j 
tJixyiayer attd the goal of market stal)ilily.” a-s well as strategies relating to coq^oraic | 
ac';l:ions (i,(L, proxies, disclosures, mcigers/acquisltions, de-listings, However, ; 

the managers will not execute any inmsiictions unless specifically instrucu*d by ; 
Ol S.* '" Should Of S rei)uesl a trade or tnmsaction. the asset managers will advi.se 
Treasury otr its disjxisiiinn slnitegy and negotiate with broker/dealers to achieve 
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'wtablished index, and thus reqiflres- • 
:iTimifrial research on the;part of the .... 

lows'" mapagement fee stnicture. 


reswlte “consistent with best execution at the most faxorable prices reasonably 
o!)tainab!c.’“''’- 

Ghen their buy-and-hold strategy, Ol'S intends lo compensafe tlie asset ni;inag- 
ers with fees consistent with an in<!es fimd m^mager. O! S will |xiy a fee of approxi- 
mately 3 basis points (0.03%) of the asset manager's porliblio per (juarter, ■ 

Key Deiiverabies and Compliance Roles 

I’ach of the asset managers will provide several cjeliverablcs as w ell as regular com- 
pliance infomiation to OFS, including^*’ 

• ntonlhly valuations of preferred shitres tind v^arranls for the financial institu- 
tions ass^cd to the asset manager 

• detailed cash flow projections for eiich security held 

• monthly yield and maturity probability tnatriccs 

• ri security report 

• annual certification 

• annual S.‘\S 70 

• fjuartcriy disclosure on or^nizafional condicts of interest 

• <|it;irterly disclosure on personal condicts of interest 

• certification of communications with Ircasuiy employees 

• (|Uimer!y confidentiality certification 

• i|uarterly compliance rcjwrts 

• i]uaricrly disclosure of rev enuc-slviringagrocmeitls 


Conflict Mitigation 

Ircasiiry has identified several potential conflicts of int erest: on t iie part of t he asset: 
managers, ranging from (he [wMcntial ol TARP inst5t:iitions being cliont:s of t he as- 
set nvfdiager to the inviivitiual fund nvinagcrs polenlially owning shares ol’ s(:ock in 
institutions that have received lARP funds, among others, aivcl has adopt:ecl mitiga- 
tion plans that address (liese conflicts. Treasury recognizes llial its decisions to sell 
off portions of its portfolio rep«»ent nvUerial nott-piiblic infonivUioTi that cannot 
be shijrcil by the particular individuals working on the Treasmy portfolios with 
other members of the asset miuvagemont (inn. To address t hese concern.s, Treasmy 
Iviis required each asset nwnager to "wall olT' or segregtite the employees wlvo 
receive this infonnation.""’ Ihese ethical walls are intended to keep 'Treasuiy's sell 
or warrant execution decisions confidential so that ot her parts of the linn are not 
made aw.'Lre of. and therefore camvot profit from, this potenliaiiy market-moving 
information. To further segye^te the TAJ^P-reialod itdbrnvition, OT'S has retjuired 
an i f barrier that will prevent this confidential information from beitig eiectronl- 
cally accessed by others in the finti."'^- 
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Valuation Methodology 

I in issii 111 iTw^i.s wil! proM'dc monihl)' valuation reports to OFS regarding 
their oi the iuir iiiiivkot yakio of the jissetsin their respectH'e portfolios. OFS 
’•'iil lisnjiK ji (K aiuiilec! annual finaiiew] statements that will use a net prc.sent 
' i'l " x.iitialion of the assets, as is required for annual rtatements for 
(.ovornincnt agemues imdcv the f ederal Credit Reform Act of 1990.'*^’ llie asset 
111 in i”< IS .iri woiknig willi Ifcasurs' and each other to develop a uniform temjjiafe 
in order tori tic valualions proiided by each as.set manager to be consirtent and to 
rainiinizc an}' diff erence in apjiroaches among the Arms.^"' 


CONFLICTS OF INTEREST 

VViiliin I he ['ramcnorkof lAlfP procurement and contracting, actual or potential 
conllicis ofinlercs! ( "(X)ls' 'i can e.\ist at the organizationaJ level or pertain loan 
indixiduat oniptoice. 1 I SA proxides the fretisur)’ Secretary the authoritX' to issue 
regulations or guidelines necessarx* to address and manage, or to proliibil, COI (lw( 
can arise in eonneetion viith the administration and execution of 

T('\RP-rel<ited C’O! max' occur due to a xariely of situations, such as xvhen 
retained entities perform similar xxork Ibr Ifeasurx' and other clients. In these situa- 
tions, contracted entities may And that I heir duty to certain clients may impair their 
objectixil}' \x hen adxising 'Irefisury or may alTccI their judgment aliotil the pro}H*r 
use of nonjiublic infonnalion. Cfoniliets nuiy also arise Irom the persotial inter- 
ests of indixiduals employed liy retained entities. Accordingly, Treastity has issued 
interim guidelines to address potentiit! (X)!,'"'* 

These interim COI rules require interested contractors to proxide siinicient 
infonnation to ex'aluale t he fiotential for organizational (!OI and plans to mif igite 
(hcm.'*"'^ i'he mitigation plan then Ix'comcs a binding term of the cont ract ar- 
rangement. On potential pensonal (X)l, tlie pmvisions require that managers and 
employees ol' a hired ent it}' disclose any financial holdings or personal and familial 
relationships ifwt: could impiir their objccth'ity.'”*’ 

Financial agents and contractors have identified |x>icntkd (X)l. and these 
parties have projiosecl solution-s to mitigate the identified conflicts, hi resjxnise to 
recommondtitions made to 'Treasury liy the Ciomptrolier (Jeneral,'**'^lTeasur,' has 
taken steps to fonnalize it :.s oversi^l and monitoring of potential COl.^^ 


Far Afatket vhfup The pi 
l-&o;iT<iib»dedgeabfe. buyer andaknowiecige% 
p*;x;.able:se!ler'Would'be able to. agree upon 
! ffl the t^err market, pfov 

1.L have access to sufficient informatiop 

, value of the estimated future cash 
• .inflows' minus ^present'valuepf.the • 
: • cash 
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One of (he responsibiiilies of (he Office of the .Special Inspector General for the ■ 

I roiihiod .\ssei Relief Program (“SiG l ARP”) is to provide recommendations to * 

i1k; U.S. Depiirtmcnt of (he Irejisiirj- ("'freasuTS'’’) so that Troubled Asset Relief 
i’rogTam (‘ lARP ) initiatives can be desisted or modified to facilitate transparenev' 
and eiToclive ov ersight ami prevent fniud, waste, and abuse. S1GTARP has made 
such rocommemlations in both its Initial Report to Confess, dated Febnian' 6, 

2009 (the '‘initial Rej)on atid its -April Oiiarterly Report to Con^ss, dated April ; 
21, 2009 (the "A]>rii Quarterly Report"), ibis section sets forth SIGlARPs new or ; 
ongoing recommendations and siimmi>ri/es Treasury’s resj^onses to prior reeom- • 
menclalions. Appendix G sets forth Ireasuiy's written responses to prior SICi TARP 
recommendations, 

RECOMMENDATIONS RELATING TO THE 
PUBLIC-PRIVATE INVESTMENT PROGRAM 

rhe Public-Priv ate Im cslinent IVograin ("PPIP") is a pn^ram in which 
Govommeitt. fiimis will be inv’ested side-by-side with private investor equity to ; 

putxhiiise legticy assets, imdnding the "tewie” assets widely believed to l>e one of the i 
root: causes of t he current financial crisis. 1he asjwcl of I^PIP that lias proceeded j 
the iiirthest toward implementation thus far is the 'Ireasury-Ied LcfSitcy Securities 
Program. As clisciissed more fully iri Section 2 of this report, under the I egacy • 

Securities Progranr, ireasury. through an af^llcation pnjcess, has pre-qualificd ; 
lund managers to maiiitge Public-Private Investment i 'vmds (‘‘PPlI's"). The fund 
mimagers will raise pnVate capital for equity porticijxilion in the Pl’lf that wilt be ; 

notched, dollar-for-dollur, with lARI^ funds. Ihe PPll will then l>e able either to i 

obtain non-recoiirsc financing in TARP funds of up to 1 00% of (he amount of total | 
equity or access even greater non-rccoursc financing from the 1 evleral Reserve i 

through the lenn Asset-Backed .Securities Rosin I'iicility (" FAl .I-'') for piirctvisc ol' i 
l Al, ['-eligible tissels. Ihe fund manager, who earns a fee boi h from T reasury and j 

from the private investors, will then use the mone\’ to purchase and manage Ic|bic\' i 
morigjige-backed securities ("MRS”). ! 

April Quarterly Report Recommendations 

In the April Quarterly Report. SIGT'ARP oliscrved lh<« many ajqiects of PPIP could 
make it inherent ly vulnerable to fmud, waste, and abuse, identifying four areas of 
parlicitiar vulnerability: 

• Conflicts of Interest: PPIl managers might h;ive a powerful incenth'c to mtike 
investment decisions tliai benefit themselves at the e.vpensc of the taxpayer By ; 
their luituro ;md design, including the availability of significant leverage, the 
PPll transactions in tliese frozen markets will have a significant impact on how 
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any particular asset is priced in the inariiet. As a result, the increase in the price 
of such an asset will gfcath' benefit anyone w ho iilrc/icly owns or manages ihe 
same asset, potentiaily including the PPIf manager who is making the in\es!- 
ment decisions. 

• Collusion: A closely related ^^^!nerab^jity is 1 hal FPl I managers snighl be 
]H'rsuadc<l, through kickbacks, guid pm cjno transaclions. or olher colkisir e ar- 
rangements, to manage the IVlf's not lor the Iwnelit oi the Pi’ll (and taxpay- 
ers), but rather for the benefit of ihcmsehes iincl their collusive j>;jrlners. The 
significant non-recourse, Coxemment-nnanced Icxerage presents a great incen- 
tive for collusion between the buxerand seller of (he asset, or the buyer and 

{)t her buyers, whereby the taxpayer nyiyhe cx]x)sed to a significant loss wliile 
others profit. 

• Money laundering: Because of 1 he significant leverage available and 1 he inher- 
ent irr^xrimatur of legitimacy associated with PPIP and 1A1. K these programs 
present tin ideal o[^K>i1unity to moncy-laundcring org.riniziUions. which arc 
continualK' looking for qipoitimitics to nyikc their illicit proceeds appear (o be 
legitimate, thereby "laundering " those pn)ceeds. 

• Interaction with T^LF: In announcing the details of PPIP, 'Ireasiny has indi- 
calcd that PPlFs under the legiicy Securities Pn)gmm could, in turn, use tlie 
levcraget! PPIF binds to purchase legiicy iMBS through '1A!.1‘, (liereby greatly 
inercasing (iovemment e.\}.K)siire to losses with no corresponding increase of 
jxiienlial prtifils. Ibis leverage ujxin leverage would tnagirily the incentives for 
conllicts of interest and collusion and could .severely undermine the validity of 
(he methodologv that the federal B^>ser\x^ Ivis used to build the Kaircitt percent- 
ages in TAl .l-. 

lb address those \ ulnerabili(ies, SIG'I'AUP nvitie a series of recoininendations 

in the April Quarterly Repori. In summary form, SIGTAHP rt:commendcd the 

following: 

• Ifeasuiy should imjiose strict con(licts-of-inleresl rule.s upon PPlf managers 
that sjKwilically address xvheiher and to w-hat extent the managers can (i) invest: 
PPir funds in legacy' assets that (hey hold or matiage on belvitf of themselves or 
their ciietu.s or (it) conduct PPIF trfinsac(ion.s with entities In which they have 
invested on behalf of I homselves or ol hers. 

• Ireastiry should nrandale transjxtfx'ucy with respes't to (he \5ariici{X(tion and 
management of PPIFs, including disclosure to Trcasuiy of the bcnelidal owners 
of all of the private etjuity stakes in the PPIFs, public clisciosurc of ail vransac- 
tions undertiiken in them, and reporting (o froasuiy oiv any atid ail holdings and 
transactions in the same types of legacy assets on (heir own bohaU' or on behalf 
of their clicnis. 
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• !re;isiny should require Pl’II managers to prmide PPTF equity stakeholders 
(iucJutliug lAHl’) “nvosS-mvored-nai.iv'ins clauses,” requiring that the fund man- 
agers treat ! he PPli s on at least as favorable terms as given to all other parties 
\silli « horn they deal and acki>{>wlodgie that they owe the PPIF investors — both 
the pri\ate itnestftrs and TAPP — a fiduciars' duty with respect to the mana^ 
mcnl of the PPlFs. 

• ireasiity' should refjiiire that ^tll PPIF managers hase strin^nt investor-screen- 
ing procedures, including corttprehcnsivc "KnowAbtir Ctssiomer” requiren:icnls 
at least as rigorous as that of a commercial faink or retail brokerage operation, 
and require that the identities ol all of the beneficial owners of the prirate in- 
terests in the fund f)c disclosed to Ireasiiry so that Treasury can do appropriate 
diligemic to ensure that inr estors in the funds are legitimate. 

• Troasuiy should not allow Logjicy Securities PPIFs to invest in XAI.F unless 
significant mitigating measures are included to address the increased dangers 
presented b) the interaction, such as proKilnting TARP lending if the PPIl- in- 
\^ests 1 hrougit I All or proix>rtio»alch' increasing haircuts for PI^IFs tlwi do so. 

Developments in the Design of the Legacy Securities 
Program 

Since t he April QuJtrtcrly Report, Treasury fats consulted with Sl(»T'\RP, consistent 
with 'Ireasmy’s obligiH.ions luuler .Section 402 of the Hclpittg Fatnilies .Save 'Their 
Ifijincs ,‘\c{ of 2009 (the 'TTisign-Ro-vcr Amendment’’), dcveio|?ed the details 
of the l.,egacy Securities Program. Among other thitrgs. Treasury conducted these 
activities; 

• met with SICl'lARP representativ'cs to discuss the design of the l .cgiicy 
Securities l^rograin on several occasions 

• invited SIGTARP to observe its interviews with potential PPll- manager 
appliciint-s 

• at: SIG'l'ARF’s suggestion, met and IvkI multi]'>lc conversations with sialf at tire 
l edera! Reserve Hoard (the “Federal Reserve ") and tire l ederat Reserve Hank 
of New York {'‘I 'RHNY") who manage 1 edcral Reserve programs invt)Hing asset 
managers in similar contexts 

• pixnicicd SKjTAHP with dntfts of the PPIP tenn sheets and ethiad statrdatxis 
and c(mf1icts-(>f-int.eresl rules 

As a result of t hese consultations, SKi f,ARP pixnided Treasurv' with both oral 
feedback and vvriften rccoinraendallons, .suggestions, and comments, as reflected 
in two letters dated June iO. 2009. and June 19, 2009 (collectiv'ely; the “SIGT ARP 
Letters"). 

in the SIG'l'ARP f etters, which arc included in >^pcndix G, SIGTARP 
made dozens of comments, ranging from recommendations concerning issues 


Clouse":; 

n.w>:;dM!Se kmagreement granfingTo ^ 
as are then;or- ;• 

inAAmayThwsafter fae granted to.any 

^urCus'femS/vRe^uiiiiJiT^ 

A money-launderffg and terrer'st 
financing prevention fPsaso«i requir- 
ing institutions to obtain customer 
information beyond basic identificafion 
informahon 


Helping Families Save Their Homes Act ■ 
.of 2009 that cails for increased PR? ; 
, s oversight and allocates an additional 
s $15 million to SIGTARP with the direc- 
y tion that these funds be pricrTizad for 
performance audits and investigations . 
Ia of recipients of non-recourse loans 
under any EESA-funded program. See ; 
I ’ ' Section 1 of this report for a detailed 
■ '• descriotion of the amendment. 



255 


SPECIE. INSPECTOR GENERAL I TRaSLK) ASSET ffiLiEF PROSWH 


fundamental to the desi^ of PP!P to potential contract terms and other drafting 
comments, reflected in Treasure's response to SKM AIIF’s FPIP recom- 
mendations, also included in Appendix G. ireasurv has incorjroraled many of 
the recommendations into the design of PPIP, and, as a result, the program has a 
signifiamtiy improved compliance and fraud-prevention regime I fiat) tliaf initially 
proposeil. The following are some of SiGTAHP's reciimmendations impIcnK-nted 
by Treasury: 


FidurnryDui; A duty obligating a 
.ftduciai!y ;(aR, individual or business in, a.,, 
;position :of iaut'hority;who acts on befialt., 
of another individual *— an agent or 
. trusteel'to. act. witfrfo honesty, 

and tn a manner consistent with the 
best interests of tite other indiifiduat. 


I s V c-',- t . t* ■' “r 4ge Refers to the 
or ginal design of FPfP in whrch a prt- 
.'Vate..!t.v.e<^tor..cotild' borrow 'Gov^tiiTienl.. 
debt through PPIP and then leverage 
its equ-ty andthe Government debt 
WRh more Government debt through ' 

.’I" Ecuitystakeman 
investment: covvn payment; the maxp 
mum amount an investor can lose. 


• All of the PPIF managers will be required to Iki registered Investmenl AcKisoi-s 
with the Securities and Exchange Commission ( ‘SfXf') pursuant to the 
Investment Advisors Act of 1*^40. The fund nwnagcis theref ore are subject to 
provisions relating to ,fiducd;i!y duty; certain anlifniud protections; rules relating 
to recorel keeping, advertising, custody of client funds and assets: ami disclosure. 

• Ireasiuy' Is requiring PPlf- managers to have and iinplcmcnl a range ol policies 
and procedures on ethics and contlu:ls of interest, including policies relating to 
valuation, trading allocation, ann's-lenglh transactions, juid personal intding. 

• Ireasuryis requiring the PPII' maiiitgcrs to report to Iveasury a list of all eligible 
assets held or under consideration for purchase by a matiageT in both PPll ' and 
non-PPI! funtls, including positions and valuations in all eligible assets across 
the manager film Treasiirv' will thus be able to analyy.e and compare^ holdings, 
transactions, and valuations not only across all of the PPli's Imt also across 

ail of the non-PPfp funds managed by PPIF linns. If implemented well, this 
infomiirtion could be a iKivvcrful tool to <let:ect instances of conllict.s ol' interest, 
coihision, and improjHT asset valuation across the f cgacy Securitio.s Pre^vam. 

• As recommended in the April Quarterly Rcjxirt, I'reasmy has taken into ac- 
count the ievenigc-on-leveragc issues implicated by allowing l^PIf s to access 
lAI .1"' lending. Although I'tcvisury ami the Federal Reserv'c .'irc ponnitling PPlFs 
to access 'lAl I . the haircuts for rAl.r' will be profToriionally increased so that 
the combination of Treasury- and TAl .F-supplied dolit will not exceed the total 
.amount of FAl l ' debt iliat wotild be available to leverage the PPIP equity alone, 
Iht-s .significant concession liy Treasury adopts SICnARP's recommendation and 
effectively ameliorates the levemge-on-leverago and “skin-in the -game" issues 
that were raised in the. April Quarterly Report. 

Although Ifeasury has implemented most of SfGl'ARP's suggestions, SlGTARl’ 
liclic-vcs that there remain some significant areas in w hich i'reasury's plan For PPIP 
falls short. As discussed below. SlCfFARP lias ongoing rccommendalions about: 
PPIP. including arejis that could threaten iheciXHlibility of the program, fb sum 
up the sulijuantial back-and-forth between freasiiry ami SIG'IARP conceniing tlic 
design of the PPIP compliance and anli-lraiKl ixigiinc since the April Quarterly 
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}?cporl, the following can be stated; 

1. Sreaslirv’ has fuifiilcd its slatiiton’oblij^ilifm to consult with SIGTf\RPwith 
respect lo ! he design oi llic PPIP l^egac)' Securities Program and has en^ged 
repeatedly with SiGI ARP (and the Pederal Reser\-e and FRBN^', for that m^- 
ler) on the ilesign of the compliance and anti-fraud provisions of PPiP. 

2. iVeasiirv’ has adopted a majority of SIG lARP’s recommendations, and the 
design of the Pi’lP l.eg;icy Securities Ifrogram has been vastly intproved from a 
compliance atid ant!-)rai!cl persixwtive as contiiared to when the program was 
initially described lo SK. lARP. 

3. I lowcvcr, disagTcemetUs vcmam, and SIGXARP believes that there remain 
sovora! funclametilai Milne.rabilities in the pro^am on issues relating lo conflicts 
ol inlcrcsl and collusion, iransptirenevs performance measures, and anti-money 
laundering. 

Ongoing Recommendations 

Although hcasun- has already identilied the nine PPIF manners and rcleasetl 
term slieeis detailing the basic Iranrc'vork of the I’PIFs, flnal agreements have yet 
(:n be <!rafteri, anti Ireasurv' slil! has the opjx>rtunily to improve the jrrogram before 
il: is linally implemented, lb t litit end, SIG 1 ARP makes the following ongoing 
and as yet unadopted recommendations regarding the design of the f’PIP l egticy 
SecuTilies Progrtun, 

* PPIP Recommendation #i — Strict Walls: SlG'l ARP continues to recom- 
mend that IVcasuiy retjuire the imposition of strict infonnation liarriers or 
'Svalls ’ between t he PPM itvinagers rruiking inve.stment decisions on bchiilf of 
the PPM' anil those employees of the fuml management comf)any who man- 
age non-PPll' funds. Ireasutys failum to do so thus far constitutes a nwteria! 
deltcit'ncy in the progmm. 

Ireiisury’s stated goal For PPIP is to “restart” the substantially frozen leg,'K:y 
securities markets. By il.s design, I’Pli’ will provide the I*PI{ managers significant 
jiovver to set prices I'or the legacy securities tluif they jjurelwse in what Imtsury has 
descn'bod as an illiquid market. Under these circumstances, the tr;KHng decisions 
of PPII- managers — using investment vehicles that are 75% funded by ta.\iJ.'iycr 
money — constitute valuable, pnijmetarv'. market-moving infonniition. Ibis price- 
setting power and access to infonnation that is unavailable to othiT parricij>ants in 
tlie market knowing what the I'Pll' will buy and at what price) could create 
oppominilies for several Idtuis of abuses by PPII ’ managers, including the incentive 
l:o ovotpay for securities aireaily Iteid in the miinager’s non-PPIP funds or lo use 
infonriiilimi about upcoming trading in PPIP to benefit its non-PPlI- funds to the 
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detriment of the PPIF or to those participants in the marke! that i^cre not seiccTcd 
by Treasiny to manage PPIF funds. 

A common method of dealing with this sil nation in which propriefan inionna- 
tion in one part trf a business could lead to imiiroper advantages in another pari 
of the business is the imposition of strict infonnalion han iers or ualis wherein 
the market-moving information is insulatwl, or walled off. from the n^st of the 
linn through separation of employees, facilities, or technologv .tnd or poiuf. s md 
procedures limiting dissemination of the infomwlion. Here. Siti lAilP l)c[ieves that 
the hest practice would he to impose a wall similar to those nn]rosed bv 1 in 

several of its (inanciai crisis-related prtigrams thitl n ouid separate those individuals 
making investment decisions for the PPIF f rom jvertinenf infonnation concerning 
non-PPIf funds, ami vice-versa, but allowing fund in,inagers to access the more 
general eApertise of the firm, such as nrtmket research. Such a wall should also 
include infonnation technologk' barriers, strict policies forbidding flic dissemination 
of PPIF' information within the firm, and a rigorous compltiince regime to ensure 
enlorccment of those poficics. nius, it would prohibit individuals making invesl - 
menl decisions for the P!*IF from managing other funds invoking eligible assets. 

I'rcasiiTV' has refused to rec}uirc walls in PPIP despite, the fact that such wails 
Furve been imposed upon asset managers in similar conieMs in ol her Govonnnent 
Ijailoui-reialed pro^ams, including by Ireasiin' itself in otlior lAllP-rolated iictivi* 
ties. I or exiunpic, walls tretween the asset nwiwgers working for the Government 
and the rest of their firms are required In at least: the following programs; 

• I RF5N'Ys .Agency MFkS Piirclviso Program (involving (;>oldm<in Sachs, 
BbickHock. Wellington) 

• FRB.Ny’s C'ommereial Paper F'unding I'acility (PIMC.X)) 

• l'l?BNT's management of the Maiden l ane 1, 11, and 111 portfolios (BlockRock) 

• In 1 A1 .F'. ethical walls are required for the collatertil monitor that: is tasked 
with providing advice to I lIBNA'on MBS valuations, ami primary dealers have 
submitted conflict nMncdlalion ))ians tlvirt eonfinn that: they have imposed walls 
isolating (heir business units that interact with 'IXIF 

• Treasury’s managemetU of assets obtained in TABP generally through (inatKiai 
agents (.AlIkmccBemstein. 1 SI, Piedmont) 

• I'ABP’s Unkxking Credit lor Snvdi Businesses Program ("UGSB”) (Faniest 
Partners) 

Indeed, of the nine asset niiinagers selected by iVetisur)' to manage PPlI's, one- 
ihini of them (BlacWlock, Wellington, and AllianceBcrnstein) are already re(]uired 
to operate walls in connection with other Government programs, 

Notwillistandii^ the fact that walls arc cotnmon when a I'mn has access to 
infonnt^ion that it could use to the unfair advantage of others (i) in the imlustiy 
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generally, (ii) in oiher CJovemment bailout prog^m conte?^s, (m)in other TARP- 
reialed i^rogtinns. aTid (iv) with resp<ict to at least some of the veiy firms that were 
selected as Pi’ll managers, Ireasury has “conchicletl that such an arrangement is 
simply not ]>raci)c;il in tlic context of PPIP. " In supporting this statement, Ibeasuiy 
has explained il.s positions, which SKPIARI’ summarfees below; 

1. ireasury first suggests that ''[rje<|uiringa segn^ated Investment team would be 

iikel) to reduce invest menl perfonnance of the PPIF,” arguing in particular that 
a segregation xvoiilcl preclude the PPU' from gaining the e?pertise of a manager’s 
"A loam’ (the tnosl ox])crienced j»nd talented managers at a company) and 
vvoukl hinder "team-oriented" investment processes. 1 

In this argument, ifeasiny seems to be sii^esting that it can obtain either 
talented managers or managers without inherent conlh'cts, but not bmh. iMtliough 
SK - lAHP iioled in the Ajiril Quarterly Rejxirt that there maybe difficulty selecting 
an cxpeiietKed ttjaitager that is also non-conllicted. SIGTARP believes that such a 
dicliotomy oilers u false clwicc. In light of the amount of taxpayer money' being in- 
vested iir t he PI’ll's, ’I'reasuiy should have tire negotiating power to obtain compe- 
tent and unconiticted management forthe PPII s. Ifaparticularfund nv-magemeni 
cotnpany cannot acconitnodafe that ha.sic rtx]»iremcni, then Ireasury' should reject ; 
( hat company and rel aiti oi\«j that can. M<ircover. even if the dichotomy' were as i 

rreastny describes, in light of the substantia! risks that a non-segregated iruinagcr 
jjresenls to tlie taxpayer, to t he I’PIF pris-ato et|uiiy investors, and to the market as a ! 
whol(J, SIG’iAHP sultmits that the irrogram mtiy s-cry well be better served by com- 1 
petent, non-conflicled personnel even if they do not fit into Vreitsury 's definition of 1 
v^<h(^l. would constitute an "A Team." i 

2. I'roasury next suggests that: re(|Uiritig segregated investment leants vvould actu- } 

ally increase risk '‘by limiting fund manager partici|wi«on in (he PPIP." arguing j 
itt jifirticiiiar that; nviny fund managers hfive indicatwl that llicy would withdraw 1 
If required to use a segregated investntent team and thus Ireasury' vs'ould Itave J 

to concentrate its investtTxmts in the liimds of a few I'und managers; requiring j 

segregation would ’'undenninc protections against fimd manager ittiscondiict," ; 
because the learn ajTpmach provides ' checks and balances within the oigani- ; 
/jtlion; ' and implementing a wall would be time consuming, costK; and not 
feasible for tnany' firms. 1 

lb the extent that Ifcasury suj^csls that segrcg<»ttoit would decrease participa- ; 
(ion and thus lead to itu:roased reliance on a fexv managers, ft is not convincing lliat 
Treasury' cannot iind suflidonl numbers of non-conflicted management compa- 
ivies to do the job. Again. Ireasury’. which has the power to adjust Its eligibility • 
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requirements for fund managers, should ha\'e siiflicicnt bnigainsug pow er I o 
mandate appropriate segregation in a sufficieni number «( linns (more than one 
hundred compjinics initiaiK’ applied), particuiarix’ in light of the fact that throe 
of its nine PPIF managers alreatK’ abide by sucli walls in connection w it h ol her 
Government prt^tams. In any event, even if segregation vvouitl Iciid to using fewer 
or different kinds of films, in light of the seriousness of the risks associated witii 
non-sejp'^ation of mant^ere, it may well be thiit the program would he better 
serwd by a substantially different mix of non-c(*ni1icteci linns rather than the cur- 
rent Jin^up of firms that are apparenlK' unwiHing to mitigalt^ hiliy their ccailliets. 

To the e’rtent that this aigumenf suggests llvit a wall vx oukl somehow increase 
the risk of misconduct by limiting detection opportunities among the "team," 

SIG TARP believes that such argument is withoitl merit. Walls limit inlbnnation 
)low b<^wecn investment decision makers on one side of the \xai! and inxestmenl 
decision makcre on the other: nothing about the institution of a wall m!nitni/.05 
compliance scrutiny or genera! supervision, lb acceprt I reasuiy 's argument might 
surest I hs»t Treasurx'and FRBNY are mcrc<ising the risk of misconduct in a whole 
series of Government programs in which they require walls, including 1ARP- 
re!{>tcd progrttras, a contention ilvtt SIGIARP squarely rejects. .At llitnr core, wails 
or informirtioit banners are designed to prevent an unlair benefit to the firm as a 
whole; it is simply not peisiiasree to argue that wider di.sseminati<)!i of such confi- 
dcniutl, nwrket-moving infonniition would somehow reduce, rather titan iitcrease, 
thiil risk. 

Ireasun' siij^ests that rc(|tiiring segrcgjtted investinenl teams is not neces- 
siirv;; arguing in pirlicular ihtit (I) the PPIF nvntagcrs “will not: have material 
non-pul>lic infonuiition from Ircasuiy," that Ireasurj' is nothing but a passive 
investor that will not be sharing its mtirket: views, and that (he mos(: analogous 
progmm is T.AI i ', which docs not involve similar segregation lor lALF 
bomnvers; (ii) that (he other miligiition procedures are suBicienl:; and (iii) that a 
wall will not comiidetcly elimittale the risks of misconduct, 

Ihe first pm of this aj^iunettt does not addtxrss the core risks associated vxith 
the market power being conveyed upcai tlie inciividital futid managers. Although 
there mfiy be differences between the mechanics of some of the Government itni- 
gratns in which walls arc reqttired, I.hc\- are distinctions without a ciilTcrence. Pl^Il^ 
is structured in such a way thru its managers have the ability — througli massive 
amounts of titvpayer funds — to mo\x\ indeed, to set. prices lit illiquid markets, 
an ability they would not have absent the Ciovcmmetit funds wit ii which t hey are 
being entrusted. That, in tuni, makes inhxmtaf km about PPIP iiviusactions (w hfit 
securities will be bought, and for ht>w much) extremely valuable, irrespective ol 
whether the deci-sions are being made by the PPIF manager or bv' Ireasuty, and 
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iiTcspeciive of whether the investment ilecfeion is based on the ftind manager's 
analysis, proprict.m I reasun' inioniwtion, or for thiit matter, by random chance, 
l^e.eently, a iVeasiin' oliicia), in explaining Ircasury's decision to require a w-all for 
those asset tnatiagcrs working for Ifeasurv' in connection with the CPP program, 
stated that \sa!is are commonly used when a party hits access to “mariset-mosing," 
proprietary' infomialioii, such as Ircasury’s decision to sell certain assets. In PPIP. 
there can l)e no reasonable dispute that a PPIP manager’s decision to buy a par- 
ticular iMBS at a particular pi it e with hundreds of millions of dollars of taxpayer 
funds is market-nKwing, projirietjiry information. Moreover, TrejisuiX'S argument 
that the \sans in other (.iovcmmcnl pmgrams are designed to prevent the sharing 
of the Can ernmenl's market \iews fails loaddre-ss the strictwalls that are required 
by 1 RHNY for BlackRocdv in the Maiden lane portfolios in which BlackRockhas 
discretion over the trading activities, much like rhe PPIF managers. Indeed, tl is 
worth noting that ifeasury's PPIP ethical stamlards rect^nize the value of this 
infonnation by imposing a rule that indiridual PPll managers may not share their 
purchase decisions with investors or rtber fund managers (even thougit the PPll' 
managers themselves aie permitted to manage trther hinds while having access to 
this same infonnation), [ he most straight forxs tird and comprehensive protect ion 
against (ho improper us(^ of market-moving informtition is an effective wail. 

li-OiJsury's ciUition to the fact that lA! .1 borrowers need not establish walls is 
also not persuasivi;, Individual ’fAl.l homiwcrs do not have the price-setting ]X)vvcr 
that PPIF managers will have, and 'rAl.f, unlike I’PIl, was n«>t designed so that any 
single market {participant would have the ability to set prices in an illiciuid market. 

A bettor compaiison witliin rAU' is the rclationshij) with the new collateral moni- 
tor {which provides certain valuation services to FRBNY), which is required to 
maintain ajppropriato walls. 

SKII ARP believes that rreasury's next point: — that the altemativc mitigation 
previsions in the program are sufficient — Ipoth underestimates the cdTicaty of walls 
and overt^slimatcs the ability to prtulict t he ways that a fund manager can devise 
to t:fike advantage of {prqptietary infonntttion. As noted tilxivc, freasury' is inqvosing 
some signilicant previsions to mitig^Ue the absence of a wall; the allocation jpolicy 
f(jr example, i(:'pro|K'rly im|>]ementcd. should diminish the risk of ‘‘front, nimving,” 

using ( lie PPll' t:rading infonnation to buy securities at a relatively cheap price 
belbre the PPIF purchases move the iretrkcl in those securities. Similarly; requiring 
the fund manager to have its own “skin in the gjime” will also help align its interests 
vvith tlic t:fixpayers' to a certain degree. .Ihcse alone, howev'er, are not suHicietU. 
Imagine a [’PH manager w ho is tlcciding which of 10 similar residential mortgage- 
backed securities ("HMl'lS") the PPIF will purchase. Ihc ftmd manager knows 
that the Pi’ll- purchase will significantly increase the market price of whichever 
security is selected. With a wall in place, the manager should have every Incentive 
to purchase the !;est securiiios at the lowest prices. Without a wall, the manager 


while taking advantage of advance ; 
knowledge of pending orders from 


261 


SPECIE. iNSPECTOR GENERAL I WXSLED ASSET REUEF PROSJAM 


may already be managing a fund with a substanlialposiiion in one oi thf)sc iO 
RMBS, and thus the manager would liave every incentixe to buy only ifial security, 
irres|>eerive of quahty^ and at a price as high as |K)ssible in order to dr!\ c up the 
nnn-PPIF fund performance and thus the manager's av\ n persona! compensation. 
There are currently no mitigation procedures to address iliis issue, an<l indeed, 
there is nothing in place that would prexenf a pre-appnn ed iniinagev troni using 
the time period between his selection and the lauitch of the program from buiiding 
a isosition in a security in non-PPIF funds with the inlcnl ol later using la\|.s;iyer 
funds to dri\'e up the price of the security (and therefore his personal compensa- 
tion), Only by imposing a wail, and fully aligning I ho manager’s compensation with 
(ho PPIf-'s perfonnaitcc, can this danger be averted. 

liven more fundamentally, a wall may provide some protection against lire 
myriad other ways in which information on one side of the vvall or ilic other could 
be used to generate illicit ^ins in noji-PPlF funds. Cliin a creative tnanager make 
a profit by trading in the equity of an institution (fom which a PPII’ is purcliasitig 
MBS? If a manager knows that the PPlb will [)e investing heaviiv in a ]5articular 
MBS, can that manager partiei|iatc in a derivative transaction involving that same 
security and thereby reap profits? Is tlicre a member of the firm on the non-PPlI' 
side of the wall who is willing to sell pniprictary PPII ttading inf ormation to an- 
otitcr firnt? No one can answer these questions definitively, i)ut: one thing is certnin; 
a wall will likely decrease the risks of these and similar unpredictable bad scenarios. 

If nothing else, the reputational risk tirat Ireasury' and the program face if a 
PPIF ntanager generates massive profits in its non-PPIF funds a.s a result of an un- 
fair informational atKnnUige justifies the imjxisilion of a wall. If this occurs, failure 
to inqxtse a wall, on the ot her han<l. will leave IVca-sury vulnerable to an accusation 
that has already been leveled against it: Ijy? memliers of Congress and tlie media — 
tlvat 'IrcasiiT)' is using lABP to jn’ek winnors and losers and that, b)' granting certain 
linns the PPII manager stains, IVeasury' is benefiting a chosen few at t he e,vi-)ense 
olAhc dozens of linns that vvere rejected, (he market as a whole, atid l;hc American 
taxpayer. Ibis reputational risk is not one that can he readily measiircal in dolkrs 
and cents, but is a risk ilwl could jeopirdizc wlrat is left of the fragile tnist: t he 
American people have in l ABP and. by extension, l;heir Cloveniment:, As I RBNY 
has learned through developing its own jmigrams, imposition of a wall is a small 
price to pay to guard against such risk. 

• PPIP Recommendation #<t — Disclosure of Trading Activities in the 

PPfFs: SKITARP recomnvends tIvU Treasury pcrioclically disclose PPII' trading 
activity and require PPIF managers to disclose to SIGTABR within seven day's 
of the close of the quarter, all trading activity^ holdings, and valuations so that 
SIG IARP may disclose such information, subject to reasonable protections, in 
its tjuarlerJy rejxnts. 
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As a ntiillor o! biisic tr-'insj^irency, in light of the billions of dollars of ta’qjayer 
equity and loans lliat proxido the majority of funding for the PPlFs, the public 
should bo pcnnittcd (o know, to the gmrtest extent possible, the activity and 
lioldings in the Pi’ll s, Such transpjfrency not onh' dissuades misconduct and 
jiromotes soiukI management, but ;»lso promotes a better public understanding 
nt Pi’IP aT)d thus enhances the credibility of PPIP and h\RP more broadht Even 
more importantly, I lie most signilicanl investors in each PPIE the American tax- 
payers, have a right (o know status of their investments. Tire lack of transpar- 
ency as to whai use lAPP funds ncre put by recipients in mher lARl’ programs, 
in SICi l APPs view, has damaged lire eredibilityoflARPand therefore may have 
ilirefdened its \iabi!il\'; I rcasurv' should nc< repeat, that ap|Kirent error with PPIP. 
Moreox'cr. disclosure of llie PIMI trfinsjiction.s, and In particular the price at which 
such transactiotis oceui; would ap|>eiir to be retjufred to bring about the "price 
discover) ’ that Ireasur)' has claimed >»s one ol the corepurposes of PPIP. Failure 
to provide transparency oti t ratling prices ami valuations creates a '‘tree falling in 
the woods probiem; " without such trans^uircncv', the market (other than the PPII' 
managers themselves) is l;ir less likely to ‘■discover" market prices in a way tluit will 
facilitate re-starting trading outside of C'.ovcmincnt-supptjrted efforts. 

Unfortunately, rreasurv’ lias stated that it will lurt require such disclosure “as 
this would [do! burin to the fund s fiperation by revc<iling competitive ami jiropri- 
etary information reg^irding the fund’s imo-stmenl positions and strategjd' Instead, 
I'reasurv' intends to disclose no more tbmi the bare minimum rctiuired by 
uto — disclosure of only the 1 0 Liigcst positions held in each I’PIF. SIG I ARP is 
cogni/ant of the fact that certain trading inforrrKttion m<'iy h-ivc. fora lime, signifi- 
cant proprietary value and is not ativocaling unreasonably premature disclosure. 
However, ’h easiny’s default position should be in favor of disclosure in a manner 
designed to iiromoto |3rice discovery in the legjtcy securities markets and t.<) pro- 
mote transparency. SIG’I ARP has c.K|}res.scd its willingpess to work with rrcasuiy 
to find the right lialanv'e among the. proprictaiy interests of tiie Pl’l !• inanagens. 
the public’s interests in tran.sparency, and the broiidcr market's interests in price 
discovery. 

In light of 'Ireasur)'’s reliisal to publish this informiHion, to meet a basic level 
of tinnsjjarencv'. and to meet .SKI I'ARP'-s statutory obligation to report to Congress 
for the preceding cjiiarler ‘all purebases" of troubled assets, ‘‘[a] h’st of the troubled 
assets ]Hn'chase(t,” and “the profit or loss incurred on each sale" of such iissets, 

SIG TARP intend.s to include in its (juarterly report the identtty of the securities 
purchased, the purchase price, the amounts held, the sale prices, and the value 
of the tiivpnvv's positions. re<l;iclevl as appropriate to avoid the dissemintUion of 
anv’ confidential information llvil could liarm the PPIF investment.''-' .Although 
Ireasuiy h.is designed PPIP so ifuH the Iroubicd assets are technically its interests 
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in the PPiFs, imd not the actual toxic assets they purchase, SIC. h\RP docs not 
believe that this absolves it from complying with (he si^iril, if noi tlie letter. 15 I its 
KESA requirements. These categories of infonjwtiott arc no different tiian that 
hpically disclosed on a periodic basis by imiUial funds, ibr example, in SfX' f orms 
N-Q and N-CSR. To hiKill this role, and in order to kecji constant SKJ l AHPs 
Oiiarferh' Report production schedule of providing transparency with the shortest 
delay possible. .SIGIARP would need such data, along with any claitns of conli- 
donliality; within seven day's of the end of a quarter; ireasuty' has indicated lliat 
delivery within 15 days would be "reasonable and consistent with industry prac- 
tice." Such a 1 5-day' delivery would force ,S1G I'ARPlo alter its scheduled issuance 
of Quiulerly Reports by more than a week. Unless <ieiivcry within seven tlays proves 
impossible, "industry practice" should not interfere with timely transparency. 

• PPIP Recommendation #3 — Performance Metrics and Removal of the 
Manager: SIGTARP recommends tliat appropiisttc metrics be dc(iin;d and tin 
evaluation system be put in place to monitor the cITcctivcness of the PPIF man- 
agers. both to ensure that they arc fulfiiiing the terms of their agreements and 
to measure their pcrforroatice. Ihe conditioirs that would give ireasiny "cause’' 
to rem«)vea manager should be expanded to include a manager's ]ierlbnnatice 
below a certain standard benchmark, or if I'reasury' concludes that the manager 
has mjiterialiy violated compliance or ethical rules. 

f riMisury has indicated that it is in the process of dcvxdoping appropriate 
measurement nxetrics, and SlCi I ARP will monitor the progress on this issue. As 
drafted, however, the provision in (he term sheet: relating to the reinov'al of the 
IT^IE manager nviy significantly limit Treasury's ability l:o remove a tnanager tor 
j50or performance ot even for ol her signifteant iTralfoasance. As drafted, Ibr ex- 
ample. Treasury may; in essence, only remove a manager wit h t he consent of a 
majority of I he private ctiuity inlcresl-s or for '‘cause." C>aiise inctiKles a breach of 
the capital contribution requirenxent ora ibrmal (>.e., judicial) finding of fraud, 
gross, negligence, bad faith or w illful misconduct, securities law violation, or a con- 
viction or guilty pkyt of a fedony;"*^^ lb use an extreme example, if a fund manager i,s 
arrested for stealing from Trtvisury's ecjuity {xirtion of the PPlf for the benefit of its 
private investors, Treasury' could not remove (hat manager until the manager was 
convicted (which could take years) unless a majotity of the private eqiiit)' investors 
(wlio, in this example, arc the beneficiaries of (he crime) consent. In light of the. 
very significant role of T,-\RP funds in the PPIEs, Trivisury' should obtain the ability 
to remove managers unilaterally under ajTjvropriate c!rcumslance.s, 

• PPIP Recommendation #4 — Disclosure of Hoklings and Transactions in 
Related Assets: SIGTARP recommends that Treasury' reipiire I uml tnanagers to 
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disclose to ircasiiiy, as part f)f the Watch List process outlined in the PPIP term 
sheei . not on!) iniormation about holdings in eligible assets but also holdings in 
relalctl assets or e,\posiires to related liabilities. 

As disetissod isresnoiisly in this section, at SIGlARP's su^estion, Treasury is 
re(]uiring PPl! managers to tlisclose to Treasury' information about holdings in 
eligible assets not only in the PPU- but also in the managers’ non-PPIF funds. This 
is a \er\ substantia! stop iii (lie right dirtH;tinn an<l will be, if implemented properly; 
a powerlui tool to detect issues arising from conflicts of interest, collusion, and im- 
proper \ alualion. rriiitsiiry. how er or. has so far refused to require reporting beyond 
oligibic assets, and SIG l ARP viev\s this as a sipiificant limiiafioii. There are many 
;issel types or lial.'ilily e.xposurcs th<»l could be held in a manager’s non-PPlT fund 
whose \aluc is prodiclai)ly lied U) eligil)lc a.sscts an<i thus should be disclosed. Ihr 
example, credit default swaps or other derivative, pnvducts could change in value 
based upon a managtir s PPIP itrxcslmcnt decisions, rreasuiy should require disclo- 
sure alroul an\' such assets or potential liabilities. 

* PPIP Recojnmendation #5 — Beneficial Oxvnership Issues: rreasuiy' should 
ro(|uirc PPR- managers to oi)taln and maintain infotmation at)out the beneficial 
ownership of all of the private equity interests, and Trestsury should have the 
unilateral jiljilily to prohibit: jiarticipaliojt ol privatc equitv' investors. 

lb its credit, Tfeasun’ has adq:)t ed mf»ny of the anti-money laundering and 
“Know Your Giistontev" suggestitms mttde by SKi’ lAnP. Ilow'cxer. two significant 
issues remain, fdrst, although PPU- managers tnust providt: Trcitsuiy’ with all infor- 
mal:jon in their possession \vith respect to bciiclicial ownership of the prixate e<piity 
interests, those riglits are meaningless unless managers are requireri to obtain and 
inaititain such information in the first instance. Ircitsury should tiiake that oltliga- 
tion explicit. iVloreox'er, Ireasury should insist uj^on the unilalent! right to prohibit 
participation of certain private investors. The resources to screen investors t hat: 
are availatile to the managers simply do not match the resources of IVeasuiy. If the 
Gox ernment: finds t hat a jwtential investor is the subject of a criminal imestigalion, 
for example, tliat fiict might not be discoverable by the manager or discloseablc by 
I'reasuiy. Ihc terrible toll on the program resulting from jvarticipalion by organized 
crime, terrorists, or fraudsters mandates that Treasury have unilateral authority to 
pvohifiit ]iiirlicip>l:ic>n without explanation. 
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CONTINUED USE OF RATINGS AGENCIES IN TALF 

S1GT‘\RP made a series of recommemkilions to IVcasiny v\ifh vcspccl to its par- 
ticipation in tbe implementation of TALF in both ils Inilial Ueport and its April 
Qiiarterh’ Report. Because the recommendations impacT the ! edera! Reserse and 
f'RBNT as theprimaiy impleinenlers of TAl-K since Jamiaiv, SKiT ARP has ijeen 
in regular contact with the Fcideial Reserxe and I IUT AA to discuss those rccom- 
mendittions and the TALF compliance and attti-fraud regime more generally; Ihe 
l edcral Reserve and FRBNA' have en^ged const met iveiy in those discussji)ns. 
have adopted many of the recommendations, and ivive independently developed 
additional protections. As a result. !Al..F's design is far better, Irom a eompliance 
and anthfraiid perspectiw, than it was when tlio program was first announced. 

The status of the implementation of SICTLVRP's recommendations is set forth 
in fable ^.1 later in this section, and two letters from the Federal Reserve to the 
Special Inqwctor General describing pbns for hoistcring the pmtcctions in con- 
nection with the expansion of TALI' to commcrical mortgage-hacked securities 
{‘•GiVIBS'’), dated May % 2009. atrd May 22, 2009, are included in Api>enclix G: 
tiorrcsjwndincc Regarding SKTl ABF Recommendations. ' 

hi the April QuarterH- Report, one of SiCi I ARP's recommendalions was that, 
with respect to the potential eiq'jan.sion of lAI.F to Icgttcy RMUS. rating agency' 
dclemiinalions should be dispensed vvilhand a sceurit>-hy-sccurit:\' screening for 
each legacy RMBS he implemented instead. Although the decision of vvhether 
RMBS will be permitted to be used as collateral in i'Al ,1 ' is still under cotisider- 
ation. the Federal Reserve and I'RBNY have informed SfCTTARP that, in designing 
the fAl..r provisions reliting to GMBS. they Iwve taken sevenit steps to reduce the 
importance of ratings from the cn^dit rating agcticics in detertnining the eligibility 
of (TMBS. for ewmiplc, I RBNY' has engcigcd a collateral monitor that will assist 
it in o.xcluding high-risk (AMR?:! rcg.-mllcss of its rating. .Mtliough these measures 
represent a significant improvement: of ralitigs Iroin credit rating agencies 
renwin an imjxjrtant, although not exclusK'c, asset-eligibility prereiiuisilo in TAI.F; 
newly issued .ABh must rec(^^vx^ a A-AA rating from two of three credit rating agen- 
cies (Slaiuiiird 14 lAior's, Moody’s Investors Service, and fitch Ratings) and not 
have a rating of less than .AVA from the third agency. I'or newly issued GMBS, a 
rVVA rating is rctjuinxl from two of five eligible agencies (adding DBRS Inc. and 
Rcat|K)inl U.C) and, again, no lower rating from tlie otlicr three can exist. 

Since SIGT>\RP'si\pril Quarterly Report, there have been sov'oral developments 
that raise advlitional concerns about lAl..F's use of ratings agencies, Most ratings 
agencies, by the nature of their business model, have inhercint conllict s of interest 
— they are piiki by the issuers of the very securities that they are rating. As a result, 
the agency Ixis an incentive to issue a high rating to a! tract fui uri; business from 
that issuer. As one commentator recently characterized the conflict, it would be as 
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i! ! lolh^vood sfiidios p;^id nKnio critics to review their films; any indhidual criric 
would tiavo a sSroDji inccjilive iogi^'c a particular film a good review, even if it was 
terrif)le, out o! loar ihal the stiitlio vvoiild not give the critic future business. This 
inherent conihc! piavcd out with dis/rstrous consequences in the recent credit crisis 
in which AAA rasings lor many MBS, in particular certain classes of RMBS. had 
little or no relation to the creditworthiness of the securities. 

(her the last (|unrtcr. tlicre has been reporting that these conflicts may be 
impacting I.AIJ-. lor example. Moody's JnvestoR Services ("Moody’s"), one of the 
major agencies that has i>ecn ciualified to rate ;«ii l ALF securities, has complained 
of a ' race to tiic bottom, in which issuers are selecting other t^encies to rate lAl.l- 
securiiics because they are employing lower standards and therefore are more hkelv 
to give a potential lAI ,! security the necc-ssarv iAA.^ rating. .Although SIGIARP Ivis 
not yet iniderla]<en an\’ independent review of Moody's claims, its complaints tur- 
ihcr highljgiii the dangers of relying on these inherently conflicted institutions. Ihe 
c'.x|iansion from three to five cil the number of rating agendes from which the issuer 
may obtain ratings with respect to newly issued CMBS (albeit with one, Realpoinl, 
that does not receiv c pavmcnt froni issuers), without an increase in the number of 
AAA ratings required, has t he potential of giving issuers more incentives and oj^or- 
lunities to take advantage o( the conflicts inherent in the ratings process. 

Recommendation 

• SKilARP recommends that Iroasuiy and I'JUINY examine Moody's asscitions 
and develop mechanisms to ensure t hat acceptance of coliaterol in ' I Af 1' is 
not unduly influenced by the inipn:)i,x‘r incentives to overrate that exist among 
the rating agtsncies. I his may incliKle further limiting the importance of credit: 
ratings in 'f AU ' eligibility ticcisions, continuing to develop alicmativc methods 
of evtiiuating the creditworthiness of 'lAl i collatcrjil. and/or liroportionaliy 
increasing the numher of retjuired AAA ratings from credit agencies whenever 
there IS an incrwise in the niiiriber of eligible agencies. 

In response to this recommendation, the Federal Reserve has indicated that it 
lias discussed those concem.s with the rating agendes and will continue to develop 
and onlifince its risk management tools and processes as ft refines the d<;sig!i of the 
expanded lAI -F. 
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REQUIRING RECIPIENTS TO ACCOUNT FOR USE 
OF TARP FUNDS 

From its inception, SIGX-\RP has adv'ocated that, as a niatler of fundamentai 
transparency; Treasury’ should require i'ARP recipients to disclose wha! they have 
been able to do with 'HARP hinds, and SKJ lARP has made ionn;d recoinnienda- 
tions along these lines in both its Initial Report anti its April Quart erh^ Report. 

With the tsiception of mandating such rejwrling in a feu ol the oxlraordinarv as- 
sistance agreements — most notably the Citigroup and bank ol Ainerica Targeted 
Investment Program (’‘nP') a^ements anti Ireastm s recent agreement with 
American International Group, Inc. ("AlG") — IVcasiin has refused to adopt this 
recommendation, atguing that the fungible nature of money would make sueli 
reports not “meanin^ui. ' Treasury instciid decided to track tlie elTccts ol the 1 ARP 
funds by measuring institutions' lending over time. 

As a result of Treasury's refusal to require rqwiingmore broadly on actual 
lARP hind use, SIGTARP decided to undertake the task itself by conducting a 
survey of more than 360 institutions tbit h-id rcceiwd lARP funds tlirough the 
end of January' 2009. 'Ihc results of the surv'ey demonstrate that, despite the inher- 
ent fungibility of money; financial institutions arc capable of providing at least: basic 
narrative descriptions of how they used TARP funds. Aithcnigii most lianks reported 
thtit they did not segt^gate or track LARP fund usiige on a doJlar-for-dollar ba.sis. 
they were able to provide insights into their actual or planned use of TARP funds; 
indeed, more than 98%of survey reci|>icnts rejiorted their actual uses of TARP 
funds. Moreover, the results sliow that institutions commonly have used 'lARP 
hinds in ways that will not imtiKdi;ile[y or <liroolly register on a bank's lending re- 
jTorl. In atldilion to activities tlwt would directly lead to lending, for example, banks 
reported that LARP funds have been used in these ways: 

• to increasii capital cushions 1:0 absorb unexpected losses 

• to ]nirchase morigiigc-backed securities, thus not: resulting in lending by the 
bank itscll’, but supiiorting lending by other institutions in the MBS pipeline 

• to ]?ay down debt, thus dc-leveraging the Ivink's Iralance sheet and improving its 
ability lo withstand furl her economic downturn 

• lo acquire other banks 

Ail of 1 hesc activities could be, depending on the circiimsfances. considered 
commercially reasonatile. yet vvould not necessarily lie captured by 'IVeasuiy's lend- 
ing surveys. 

rreasurv's reasons forreiusing to adopt this recommendation have been 
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sqiuirely rcfxiiecl by SlCi 5 ARP s audit results anti are belied by Treasiiiy's own 
inclusion of use of funds piwisifins in its agreements with AIG, Bank of America, 
and (dtigroup. Purthcr, I fio claim lltat the information provided by banks would be 
"unroliable" is conlradiclcd both by the threat of criminal penalty should a bank 
i>e untruthrid to freasun. atid ifeasuryS reHance on self-reporting throughout its 
compliance regime. Imposilion of a condition desigutid to foster basic transparency' 
should no! be itsecl as /t piiniliv e measure retjuired of only those institutions that 
are compelled lo seek c.xlraortlimiry assislance, hut rather should be an integral 
feature of lARP as a whole. 

Ongoing Recommendation 

• lo imprfjs e tninsparency over the use of funds, SIGX\RP continues to recom- 
mend tliat t he ireasuiy .Secrctaty rcHplirc lARP recipients to submit periodic 
reports to ! rcasuiy on their use of fun<is. including what they were able to do 
with their 1 AUP (imds, such as lending, inscstments, acquisitions, and other 
activities i hat t hey could not hm-e conducted without TARl* funding. .SIGTARP 
also recommetuis that the Ireasurv’ Secrctaiy' require TAltP recipienls lo retain 
ail suiT|>orting ckK'iimonlalion in conjunction with any npoiting Tcquiremenl 
that "J reasuiy ina)' iminosc. 


TRACKING THE IMPLEMENTATION OF 
RECOMMENDATIONS IN PREVIOUS REPORTS 

SIGTARP has now made dozens of indiridual rccoinmemiation.s. and iqxlaling 
compliance of each one in narratwe form is quickly becoming impractical. The 
(bllowing table, Table. 15,1, summarrz.es SlGT'ARPs prior recommendations, gives an 
intlicalion of SlG FARP’.s view of the level of implementation to dale, and provides 
a brief explanation for that: view where necessaiy. l-'or more details on the recom- 
mendations, readers are directed to the Initial Report and April Quarterly Rcjxirt. 
Treasurj’'s view.s on the level of implementation of I he recommendations are set: 
['orlii in a letter to the Special In.sptictor Genera! ilatcti July 2, 2009, \v hich is in- 
cluded in Appendix Gi “Gorrespondcnce Regjirding SIGTARP Reconimcndalions.” 



TABLE 5.1 
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CROSS-REFERENCE TO REPORTING REQUIREMENTS 

J his appemih provides in-asurv's responses to data cafl questions re^rding the reporting requirements oi’ ! he 
Special inspeclor General for the JrouhIcd.Asstd Relief Program outlined in EF.SA Section 121, as vvo.ii as a 
cn)ss-rercrence {(> related data presented in this report. Italics style indicates relevant narrative taken verbatim 
from source docuntenfs. 


# 


EESA EESA Reporting 

Section Requirement TreasuryRespMisetoSlsn^ROsSa<^< 


Section 

121(c)(Al 


A description of 
the oateRories of 
froabted assets 
purchased or 
otherwise procured 
by the Secretary. 


Treasury posts several documents £»i its public website that are responsive to tins ques- 
tion, available at ht^y/ivww.Hnancialstabil^.gov/fatest/fepoftsafiddocs.litniL Specifically, 
iraiiclie reports and reports required under section 105(a} of the Emcigency tconomic. 
Stsbrfizsnon Act of 2008 (EESAj describe, at a high level. Treasury's programs and troubled 
asset purchases. The transactan reports describe these purchases in detail, inckiding 
the type ol asset purchased, the id&itity of die ihstitutiwi selling the asset, and the price 
Treasury pa»f for the asset. (Wier sources for this mformation are the detemtinatioris signed 
by the Secretary of the Treasury, desj^atng certain hnancial instniments as Troubled as- 
sets" under section 3(9X8) of EESA. Troubled asset exterminations signed by the Treasury 
Secretary since March 30, 2009 are provided in resp&ise to l#3J, 


Beiow are wogram desaWious from Treasury’s RnancialStabih'.gov website, as of 
6/30/2009; 

CPP: Treasury created the Capfel ftj/thase Program (CFf) in October 2008 to stabilize the 
financial system by provid^g to viable ftrancia! instiTufions of all sizes flirougfiout the 
nation. With a sfrength«ied coital base, finwreial ^fthifw/is have an fricrea,sed capacity to 
tend to U.S. businesses and consumers and to support the U.S. economy. 

CAP: ITie purpose of the CAP is to restore confidence throughout the financial system fiwt 
the nation’s largest bankmg instMions have a sufficient capital cushion against larger t/ian 
expected future tosses, sJiou/d they occur due to a more severe economic envimment, and 
to support tending to creditworthy borroivere. 

SSFT: Systemtoa/fy Significant Failing Institution Program fSSffi was esfablis/ied to provide 
stability aid prevent disrwifions to ^lancial markets from the fa'ihire of institutions diat are 
critical to the funeftoning ol the nafton's finaiKial system. 

AGP: The Asset Guarantee Program (AQPj provides government assuraices for assets held 
by financial tesfltirtioos flMf are critical to ttie firrtcfioning of tfie rtafton’s finaicial system, 
which face a risk of losing the critical canfidence that is needed for them to coofiiiue to lend 
to oflier banks. 

TIP: Treasury created the Targeted Investment Program (TIP) to stabilize the financial system 
by making investments in kistkutions that are critical to die functioning of hie financial sys- 
tem. This program focuses on the cemptex relafions/ites and reliarxe of institutions within 
the financial system. Investments made through the TIP seek to avoid significant market 
disruptions resutting from the deterioration cX one financial Iristrtufton that can threaten other 
financial instrtiJtlons and impair broader financial markets and pose a threat to the overall 
economy. 

TALF: The TALF is designed to increase crerM avatebiftty and support economic activity by 
facilitating renewed issuance of consumer and small business ASS at more normal interest 
rate spreads... Under the TALF, the Federal Reserve Sank of New York (FR6NY) will provide 
non-recourse funding to any eSgibte borrower owning eligible collateral... The U.S. Treasury’s 
Troubted Assets Relief Program (TARP) will purchase $20 billion of subordinated debt in 
an SPV created by the FRBN)'. The SPV vdS purchase and manage any assets received by 
the FRSWY »i cormeetton vwth any TALF tosis. Residual returns fiom tfie SPV will be shared 
between the FRSWY and the U.S. Treasury. 


SIGTARP 
Report Section 

Section 2: 

TARP Overview 

Appendix D: 
“Transaction 
Detail" 
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EESA EESA Reporting , - ' - 

# S^tion Requirem ^ Treasury Respons»to^igB\^g;DaB^•6a^ 

PPIP: To address the cfia/feige of legacy assets, Treasury - in cor^ction with the Federal 
Deposit bsjrance Corporation and the Federal Reserve - fias announced the Public-Pri'jate 
bvestnKnt Program as part of its efforts to repair balance sheets throughout our financial 
systrni and ensure that credtf is ava^abfe to the households and husbesses. targe and 
sinaB, tfiaT^lheSs i^iveus toward recovery... Uskig $75 to $100 bUSon its TARP capital 
and c^iitaf fran private bvestors, the Pi^lhFhivate Investm^t Program wiii generate S 500 
bilBon in purchasing power to buy legacy assets - wHh the pc^errtial to expand to $2 trillion 
over tme. 

UCSB: The Treasury Depa^mertf wil beffn making dsect purchases of securities backed 5y 
SBA toans to get the credi market moving again, «id it wil stand ready to purcdase neiv 
securities to ensure that community banks and credit unkms (eel ccnfi^f m extending new 
loans to heal Ixisbesses. 

AIFP; The ot^ecih/e of the /Urfomofive fridosfty Financing Program (AfP) is to prevent a sig- 
nificanf disrupfrex? erf ftie American automobw mdustry, which would pose a systemic risk to 
Ikianc.ialms'kefstabilifyandhaveanegativeeffectontheeconomyofthe Umted States... 
Treasury has issued loans to the autcvnobUe indusfry and received wafr<ints, whic/i are a 
form of ecBiity m a conpany, f. retom. TreasKys loans to the automobile mdusty .are work- 
ing to stchHize the financial system by addresskig these companies' sfrort term needs, while 
prowdrfjg them enou^ trfne to craft restructuring plans that wdi help them achieve viability. 
ASSP: lASSPl will provide up to $5 MSon in tin^chg, giving suf^rfiers 8ie confidence they 
need to continue shwwig parts, pay their employees and conthiie ttieir operations. 

AWCP: The Treasury Depslment announced an innovative new program to give consumers 
who are considerbg new car purchases the confidence that even in this dilUcult economic 
perhd, their warrantees wS be honored. This program is part of The Administrat/on's 
broader prolan to stabilize the airfo indushy and stand behind a restructuring effort that 
ivi/l result in stronger, more competitive and viable American car companies. 

HAMP (a [H’o&'am undw MHA): The Home Affordable IWodificalion program has a simple 
goal: reduce the amount homeowners owe per month to sustainable levels to stabilize 
communities. This program ivHI bring fog^ber tetxters, imesfors, servicers, borrowers, 
and flte government, so that afl sfaltdioiders share in the cost of ensuring that responsible 
homeowners can afford their montl^y mortgage payments - helping to reach up to 3 to 4 
million af-rrsk borrowers iri aS segments erf the mortgage market, reducing foreclosures, and 
lieiping to avoid tortlief doiwivard pressures on overall home prices. 


2 Section A listing of tlie Treasurypostsfransacfionf^orfsforaflfhe(Toubledassefpurchasesonifspufalf'cwt'bs/te /^pendixD; 

121(c)(B) troubled assets within tivo business days after eadifransaetbn. information on all transactions is avail- Transaction 

purchased in each able at hitp://'www.linancialstability.ff)v/mpact/transactms.htm. Since the publication of Detail" 

such category tire SIGTARP Report in April, Treasury has confaiued to invest tends in financf^ insfitofioris 
described under across file Unit^ States through the Capital Pitrchase Program (CPP), and as of May ,3], 

(Section 121(cXA)J. 200.9 more Wian Si 5 bilkm has been a/iocated towards the Making Home Affordable Pro- 
gram. Guidelines (or all TAW ptograms, winch explain each program's scope and purpose 
are also postrjd on Treasur/s website at http://Vmf/.6nanci^staMity.gov^3adtostabiIity/ 
programs.Irtm. Addithru^ information about these programs and relafed purchases is avail- 
able in tranciie reports anrf Section iOSfal reports, which are posted on Treasury's website. 

Informabon is also available « the troubled asset deterrrwfia/ions attached as part of the 
response to (#3]. 

3 Section An explanation of ftersuantto Secf»of32(9KB}of ££M, theSecretaryof toe Treasury penbdtcaily designates Section?; 

12 l(c)(C) the reasons ttie financial instruments as troubled assets’ and submits written determinations to appropriate TARP Overview” 

Secretary deemed committees erf Congress. Attached below are aS troubled asset determinations signed by 
it necessary to pur- the Secretary of the Treasury since Treasury responded to SIGTARP's previous data call on 
chase each such Apr^8, 2009. [Tfeasuy provkted determinations fm tWrlP, WFP, and SSFI (AIG)]. Additional 
troubled as.set. teformafion on toe TARP programs associated with these ‘’troubled assets’ , including each 
program’s scepe aid pwpose, can be found online at htlp-y/www.fsiancialstabilrty.gov/ 
roadtostabiaty/irrograms.htn. 


A listing of each See #2 above See #2 

finaiKtai instihition 
that such tioiibtec) 
assets were pur- 
chased from. 


4 Section 
121(c)(D} 


SiGTIWP 
Report Section 
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; -EESft >EESA Reporting 

# Section Reqairement Tt^sury Response to StGTARP Data Call 


.SiGTARP , 
Report Section 


Section A listing of and 

t21(c)(£S detaileci biographi- 

cal information on 
each person or 
entity (lirerl to man- 
age such troubled 
assets. 


As of JiHK 30, 2009, fair financiaf hstiuthns have been selected as financiai agtYifs to pro- 
vide asset m^agement services to ffte Treawy. EA/HVEST Psiners was engaged on March 
1 6. 2(X>9 to provide asset management s&\ices for the Small Business Administration 
ISBA) related bans and securities. Detailedbiogr^hicalinformathnontARNESI Partners 
was provided^ SICTW^tw SKorporation in its Jiiy 2009 Quarter^ Report).., As of .lone 
30, 2009, the Treasury and EAfd^ST Partners had nrrt acquired any assets under tiie Small 
Business Support Program. Therefore, there are no assets assigned to the asset manager. 


On April 21, 2009, the Treasury selected Alfenc^emstem Lil, FSI Group, 11 C, and Pied- 
mont Irjveslment Adwsors, LiC as financial agents to provide asset management services 
lor the poriMh of equity securities, warrants and senior subordinated securities issued to 
tfie Treastay by finandai institutions. 


nociion -'i: 

“TARP Operations 
and Administra- 
tion" 

Appendix C: 
'■Reporting 
Requirensents” 
of SlGTARP's 
April 2i, 2009 
Quarterly Report 
to Congress 


AHianceBemsteifi is a feac&ig gidaal investment management firm that offers high-quality 
research and drsersjfied ihvesfment senses to instgutmai cfients, nxlividuals and private 
clients in major m^kets around toe ivorfd. The firm, headquartered in New York City, 
employs more torsi 500 hvestment professionals with exp&tise m growth equities, value 
equities, fixed-'sicome securities, blend strateges and alternative investments. 


FSI Group LLC operates a mufij-sfrategy ihveslmenf piafform focused on opportoriifes in the 
firiancial services sector. The firm, based in CincinnaG, specializes in financing and investing 
in banks, thrifts, insurance companies. ROTs, real estate operating companies and other 
financial services fsms. 


Pierfitmt Investment Adwsors is a profesdonal money management firm specializing in core 
equity and fixed-bcane management. The firm was founded in August 2000 and is based in 
Durham, Norto Carols. 

The three asset management firms discussed above are collectively assigned to manage 
the assets issued to ttie Treasury under die CPP, wrth participaftng financial mstlfufion as- 
signed a single had asset manager that is toe Treasunr's primary representative with that 
institution. 


6 Section A current estimate This information is confawedmourhansacfrons r^jorfs. which are posted on Treasury’-s Obiigations by 

l?l(c)(f) of the total amount websiteatMtp://vww.financialstability.goy/1atest/reportsanddocs.htmt. The most recent Program provided 

of troubled assets TARP fransacbons report {as of June 30, 20091 (was provided to SIGTMtfl, Tlie tran.saofi'or!s in Table C, .1 below 
purchased pursiT report cai>fures file total ditigation under each TARP program. 

ant to any program Section 2: 

establisfied under ‘TARP Overview” 

section 101 , the 

amount of troubled /yipendix D: 

assets on the "Transaction 

books of the Trea- Detaii" 


sury, the amount 
of troubled assets 
sold, and tlie profit 
and toss incurred 
on each sale or 
disixisition of eacti 
such troubled 

asset. 

7 Section A listing of ttie On January 16, 2009, TARP cbsed on toe guarantee transaction witti Citigroup, as an- Section 2; 

1 21{c)(G) insurance con- nounced in a joint statement by toe Treasury. Federal Reserve and FDIC on November 23, "TARP Overview” 

tracts issued under 2008. No other insurance contracts have been issued as of June 30. 2009. 
section 102. 
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, .■.EESA'' :. 

EESA Rei»rtfr»g 



# . Section 

' Requirement, ' 

TreasuryKespoiee.toSiCn'Affi^-Da^ ' 

Report Section . 

8 Section 

A detailed 

The exfait of Treasury’s ^roprafron for TARP is described m seeffon I iS of EESA. 

Obligations by 


statement of 

Treasury's authority to ixirchase troubled assets is deserved in section U5 of EESA. The 

Program provided 


ait purchases, 

amount of tajbled assets purchased, by institution and in the a^regate, is listed on Trea- 

111 MSMO 1... ! iJOIn'.V 


obligations, e/pen- 

sury's transactiai reports, v^kh are piMshed ot Treasury’s u^sife. Treasury also reports 



ditures. and rev- 

the appofticfied amount of TARP funds by program categwy in the ESP Budget report 

Section 2: 


eiiiies associated 
witii any program 

prot^ed [to SiCTW^. 

'TARP Oveiview” 


establistied by the 


Section 4: 


Secretary of the 


TARP Operations 


Treasury under 


arKf Adniinistra- 


sections 101 and 


tion" 


102, 


Appendix D: 
“Transaction 

Detail" 


Not?- lARf u^fticipaiion nTALf rjs jicfsosed K* S80 bftoR accotsfeg fo Treasury Office of Fnareiol StsbSty, Qisf ^ Comirfsnce «rei CFO, SSSTAftP siierview. 3/30/700? ■ 

Sources tlescoofroos Treasury. Programs' webpage. 5/7/2009 ftjpdaled" date). Mlpi'/ynifts.finsiKiaistdrgi^.gos-yoaSoslahS^/prr^rainsWm. accessed 6.'?0/2009: ASSP: "Treasury 

AsirouricesrVstu Sunoriers Support Progr^.'i'l 9/2009. )&'.-'/SPiWH.fHiaricys»ablBy.|0'i'1aie3t/auto3,.l8J*nl, 8cces5edSe'30/2009;AVWP, 'Obama ftctn««5t'aS*ans Npa WjrranieeCcmm^rrre.m 
Prograro. na date. Mtnv7,v.ssvSii.'aif.i3lsJabilygo«.7dcics/Vrerrant8eC«ninimentpropam4)(S, accessed &'30/2009:TM/: Federal Ressr/e. Term Assel-Backed Securaiec l.opo Fjcdiiy (TAIFI 
Fisflusntiy Asked Quast'Oiis.' rm date. hltc> /.-'i«wi-leciera!re3eive-gix.^iew$ev8ntS'^res&''«‘M»taiV/'moneli.'y^X9G3Q3a2.P<S. accessed 6.i'30.'7G09' Treasury, lespiwspj to SiGTARP data coll, 
ir-SO/^OOS and 7/8/2009. 


TABLE C.l 


TOm AMOUNT OF TROUBUD AS^S PURCHASE D B OO KS. AS OF 6/^/2009 >$ 9 ..I'/.s; 



Obligations* 

Expended** 

On Treasury’s Books' 


Capital Purciiase Program 

$203-2 

S203.2 

$203,2 


Systemically Sigriificant Failing Institutioiis (“SSFI”) 

69.8 

41,2 

41,2 


Targeted investment Program (''TIP) 

40.0 

40.0 

40,0 


Automotive industry Firuancing Program C'AiFP)’' 

85.0 

54.3 

54,3 


Asset Guarantee Program (“AGP7 

5.0 

_ 



Term Asset-Backed Securities Loan Facity (“TALF7 

20.0 

O.l 

0.1 


Making Homes Affordable (MHA) 

18.0 

- 

- 


Total 

$441.0 

$3387 

$338.7 



Numbers effected by roumting. 

' Accurdiiisto Ttessuty/'Frvn) a Mgetary perspective, wfwtTieasinylvascanrAiltedtestieitdfo^. signad agreenients with TARP lecipiantsl." tiaseci on "face Value ObfigatioDS'' ton Treasury sdiirce claci> 
itioni (TARP/Fjiaucial Stability Plan Tracking Report). 

'■ According to Treasury, "Repiesents TARP cash that has left the Treasury." Based on 'Face Value DisbursecWullitys' ton Treasury source docirmeiit (TAW/FinaiKial Subiirty Pisn Tracking Repoit). 

' According to Treasury, ' All assets are currently carried at par vabe." 

‘Accoitli'iglo lwasury, ‘T)ie lace vabe of^atroisseweeci lire etpecfed program usage amouni for the MFP because the Mamount expected to be spent oucol the Otrysler DIP <vrct Exit financing is 
expected to be lower Htari orrginslly obfigated' 

'According toTiaasury, ■'fieflectsnegat.we subsidy of S750miBonoH of fte total S301 biSonCitig.'oupguara«ee.notiu«the$5bi>ion itortioii guaranteed by Treasury via the TARP (Breakdown of S301S: 
S5B from Bis UST, SA08 ton Citi, S58 from the FDC and S25iB from the Ftsleral Reserver 

'According to 'I'leasirry. "lenn Asset Backed Securities Loan faciiily (TALF-Jlr Up to $206 in^ be disbursed as credeprexection for the S2006 Federal Reserve Loan Facility. I'ARP is tomporarrly carrykigthis 
at a iOO pei'cerrt subsidy, Initial fundittg ofS.lOOMon i'25A».'' 

Source; Treasury, response to SIGTARP data call 7/&/2009. 
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CORRESPONDENCE REGARDING SIGTARP RECOMMENDATIONS 


lliis appcjuiix pnn idos copies ol’ the folltwing coTresjuaidence: 


CORRESPONDENCE 



Date 

From 

To 

Regarding 

5/5/2009 

Fsostnl Reserve 

SiGTAHP 

TAb- Ftaud ^t^ation Factors 

5/22/2009 

f <-MVi 

SiGTfc9P 

TAlF Fraua Mrt^aoew Factors 

6/10/2009 

SiOIAPi' 

rreasuty 

FFIP Recomm6nitet!C«s 

6/10 ;• 

SIGTA9P 

Treasury 

Recoormendatiews 

7/2/2009 

T'easiiry 

S)GTA«P 

Response to SiGTARP's 6./1 0/'2009 atd 
6/19/2009 PP!P RecommendSions 

7/2/2009 

Treasury 

SIGTARP 

Response to recommetidabons contairred in 
SiGTAfS’ s April Quarter^ Repotl 

7/15/2009 

Treasury 

SIGTARP 

AddiHorral response to SIGTARP 
recommendations 



304 


CCfiRESPCNaNCt 1SGASCS4G SIGTARP ! APPENDIX Q i JULY 21 . 20)9 








305 


APPENDIX G i CORRESPONDENCE FSGAfgKNG SKSTARP fECOMfCNDATKNS I JULY21, 2CX)S 



S 



Hi 


isi 

|i|‘„ 

• c if S 

§I|k 

ia'2-r . 
2 I 



||<| j 
2 © ^ 


, :tl 

till 

§■1 = 5 


3 a S ^ I 

i§ll \ 


all if li 
ISlSi’SS 

J 1 i JB "3 3 

•S tl i 2=1 

® = •£ 1 1 - “ 
S -s ^ s V = 


allHi ? 

•i 5 a B i ^ 

iislii 



i 

I 



306 




307 


AfVENDIX G ; C0RRLS?’O>CeNCE REQAR[»IG SiGTAfS’ REC(»8vE-!®ATK»iS i JU.Y21. 2009 


I 

I 







J >v 


If 


Is 




308 


CQRR£SPCf€£NCE reOARMJG SCWP reaafl^«®ATi»iS ■ APPENDIX G i JUl 



sl' 


11 


Isi-^ 


i ^ I 

3 -i ^ 

i 1 1 


il! 

Illii 


g •= - I s k 
sti I'll 


^|ol I'lliisS-ii 

ipll 

||fli I !| ip If II 
Mill 3i1 fill ill 

mIM lliitslip 


Ih 


8 'S 

PIP 

11 pi 

I 2 -5 B 

ill 

^ 1 * t 
I I I « 

S 1 I .s 


til 

I O 1 

fl i 


.1 I V 

1. !n 3 
h S 5 .2 


Mill IfiMlil 

I S 1 1 ff S .S' .1 .a Si 8 S 
S 


a S 
a £ 


jjjjj} jlljijlfi} 

S I i I |1 i lllfll I If 

sll5.Ee u.-sSggS=§*‘§ 


1 •= s 

V * ^ 1 

•S ? I ^ 
i i ^ § 
M = 8 

~ ^ 1 -i 

'■f 1 3 # 
!- 

a i.fe 


2 

15 g I 

1|il 

iiit 

«|ll 

gill 

lill 

* 1 2 2 V 

I s I i I 
1 

as S S -S ; 

^ i P* S - 


fi 

i I " 

1 it § 1 


^ 1 1 1 1 i 


I ii 
i-i4' 


5-2|fe 

5 S I I '3 

':|il P| 
; '8 1 
JJ| 


II I 


Pi 

1 1 1 -s 1 1 ; 
1 1 a I 1 1 1 

i I ? i i a i 

s 2* 1 S f 
•a 'Si r" !. I 


'-3 I ^ 

„ J 5 . Eif 

Hill' 


Illii I Sliiili 

_ jlilfl i imi 1 iiiiiiii 

■isggilH I iiss « 
Hiig-iillg into ilHHi 


1 S' 1 1 
1*1®- 

lllj 

ilH 

« 1 1 i 


I g 5 ^ 

llli 

ill! 

ilil 

iill 

IIP 
pij 
li J 



309 


APPENDIX G : COf?RESPC'ND£NCE f^GAtWNG S!GTffi?F S£C'mO®A■n<X^S S JULY21. 20)9 




310 




311 




i 

§. 

I 






I 



312 




313 




314 


Ca?RESP(M£NCE FSGWOrJG SGTARP REC(M4B«)AT1C^S ^ APPENDIX G ^ JDi.Y 21 . 2009 





315 


I APPENDIX G i CORRESPONDENT TGARDJiG SGTARP iECOMMHCiATlC'NS ' JUIY 21 , 2009 







316 


COfiRESPONttl^E fSGAROWG SGTARP REC{M®®An3^S ' APPENDIX G i JlllY 21 . 2009 


S 

s 


I 

I 


2 



2 £ 


I 


i S 



|l 






U Q » 



317 




318 




319 




320 




321 




322 




323 




324 




325 






HI 

I "a ^ 
111 
i i-5 


S § 

•fl 


■3 ^ 

I ^ 

is 

1? 

13 



326 




327 




328 




329 




330 




331 




332 




333 




334 




335 


APPENDIX G ; CORR£SPO^Be•NCE REGWiSJG SiGTAR’ SECC^CrSATK^UU^' 21, 2009 




336 




337 




338 


a«5AN!ZATta^ CHART : WPENDiX H JU 


ORGANIZATIONAL CHART 


Spaeiaf ImptetM- QaiMral 
MnlUraMr 


r 




AeljngChirfol -t -’i 




Kewnftwatei'Hf 


t'"' 



It •» 


:•• OliKlw'cA/- 





; , C^ASf T, 

• •.*. -J fc- 


. ;, tw'Ksjmam . 

1 

i 



-^■TWIV K A « • * I 

^ X «(• y «..• •». 


Mots: SIGTARPonjaiiijSonrf ctisrt reof6/30/?0(». 
' ' Dstiiilise 




339 


JLIL-13-2W9 18^22 


April 2, 2009 
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JUL-13-2809 ia:22 SIGTfif^ 


P.03 


Saddler, Bryan 

From: Mon». Ouane 

Sant Ttiursday. April 02, 2009 4:2d PM 

To: Saddiir, Bry^ 

Ce: Mama, C^ana 

Subjoet: Attomey-Ciient Privitoge 


Bryan, 


This is to confirm rmr oonv^rfistion this morning about attorney-client privilege. The b^grourKi of that conversation is 
dia^ ftom time to time, SIGTARP luu requested infonnation and documents finm TAftP that ere protected by the 
idtcHiKy-olient {privilege. TARP Is willing to provide those documents and tbM infonnation to SIGTARP provided that, 
by doing so, it is not imiivuig the mtorney^client privtiege as to third pafTles. You ^reed widi me beanse SIGTARP 
and TARP are both parts of the Treawry Department discfosurt of attomeyellent privitoged documetibi and Infbrmation 
to SIGTARP does not ronsdtute a waiv^* of die privil^e. You also said that, as long as attomey>cHent privileged 
documents and mfcmnation {xovlikd to SICTfARP are clearly identihed as such, SiOTARP wilt encteave:^ to proied them 
from discl<»ure to outside of 'rveasury. Notwithstanding the foregoing, 

(i) Itie undertaking to prx^t against disclosure of document and information identified tyy TARP as attorney- 

client (mvtieged applies only to the «aent that those docum^ts ivid duu infonnatkm are t^aliy wtdiin tlw 
set^ of the privilege. While ^ did not discuss how la deal with disa^eements about whednn’ the pnviiege 
applies, I propose foat SIGTARP and TARP discuss any such disagreement and attempt to come to a 
consensus on wheth^ foe document or infonnation should be treated as attorney-client privileged. If we 
cannot agree, we should submit the issue to foe Justice Department's Office of l egal Counsel for resolution, 
which will be binding on bofo parties. 

{ii) . SlGTARP’s agreement to |»otect privileged documents and information from disclosure Is subject to any 
limitations on foe sco{» of the protection afforded by the attomeyclient privliege under applicable law. 

If foif e-mail accurately describes our conversation, please confirm by replying to fois e-mail. If you disagree with 
anything 1 have written, or believe I have not captured all of the nuances of our discussion, please let me know how you 
think the foregoing needs to be modified to make it acceptable to you. 

Thanks, Duane 

Duane D. Morse 

Chief Cotmsei - Office of Fioanciai Stability 
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From; 

Sanb 

To: 

Ce: 

Sufajoet: 


Knight Bornard Jr. 

Friiy, April 03. 2009 S:21 AM 
Baro^, Noil 

Monborne, Marie; Upiey, Richard; Mahar, Mka; Biiskin, Michaal: Yoo, Julia; Puvalowald, 

Kevin: Saddtor, Bryan: Hclman, Barry 

Re: 


Nad 

Thanks for y«ir email. Sony if my email vraa unclear. I did not say nor did I moan to imply that you could not go forward 
as plannad with your audit(s). AM. I hope that it la dear In my messaga that we have niK sent the request for guidance to 
OLC. As we discussed in our tahphona conversation, we wanted to have tha opportunity to iflscuss the Issue with you 
tirst and thought th^ sharing our tagai analysis with you first would ba helpful to both of us. The answer to the question 
prestoited is not squarely addressed in and our thought is that it wriuld be helpful to both of our officas to obtain 
more otergy on the right answer. 

Ws have a good working relationship with your offiea and 1 very much appreciate that We also will corjpeiaia fully with 
youraudltfs). 

Please caS me if you have any concerns. 

Bemie 


From; Barofofcy, Neil 
To: Knight, Bernard Jr. 

Cc Monborne, Mark; Lepley, Richard; Maher, Mike; Briskin, Michael; Yoo, Julia; PuvalowsM, Kovin; Saddler, Bryan; 
Hohian, Barry 

Sent Thu Apr 02 19:52:31 2009 
Subject: RE: 

Bamis - 1 am going to meet with counsel to discuss a more formal response. However, I am very 
concerned that your request to OLC will unnecessarily bog down our audit, which is supposed to 
include an Intenriew of OGC staff tomorrow morning. As we have repeatedly stated, we believe that 
we are organizationally within tha Treasury Department (just look at our seal), and have not heard 
any real argument to the contrary, irrespertve of the more ambiguous (and, as we discussed, largely 
Irrelevant) "supervision* issue. Indeed, until now. Treasury (including your office) has certainly 
treated us, In every way Imaginable, as being within the Department. Moreover, even in the 
Incredibly unlikely event that somaona opinM that we are not in Treasury, we would still be enStied to 
privileged information. Under 121 of EESA (and section 6(a)(3) of the IG Act, which Is expressly 
Incofoorated into section 121 of the EESA) the discIcjsurB of any records that we raquest is 
compelled, and oompalled disclosure of privileged documents does not waive tha privilege. Equity 
Analyses, LLC v. TImothv D. Lundin. 248 F.R.D. 331, 334 (D.D.C. 2008): In re Parmalat Securttlas 
Litigation. 2006 U.S. Dist LEXIS 88829 (S.D.N.Y. 2006); Puttie v. Bandlar A Ksm 127 F.RD. 48, 56 
n.5 (S.D.N.Y. 1989) (citing S.E.C. v. Forma, 117 F.R.D. 516, 523 (S.D.N.Y. 198^; Teachers 
Insurance and Annuity Association of America v. Shamrock Broadcasting Co. . 521 F. Supp. 638, 641- 
42 (S.D.N.Y. 1981)). I think It would be extremely unfortunate if l had to report to Congress (and they 
do ask regularly) that we are unable to complete our audit In a timely manner because of what they 
might parcahre (even If unfoirfy) as legal maneuvering by Treasury on an issue with no practical 
affect For these reasons, we think that your request to OLC is unnecessary, and wo hope that the 
infetviaw tomorrow morning will go fomvard without incidont 
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Fratn; Knight; Bernard Jr. 

Sant! Thursday, April 02, 2009 1:54 PM 
To: Bsro^, Neil 

CCS Monbome, Mark; Lapley, RIchaid; Maher, Mice; Briildn, Michael; Yuo, Julia 

Subjects 

Neil, 

As we discussed in our telephone coaveisation, below is our draii request that we would like to send to the 
Office of Legal Counsel at Justice. Tlis career lawyers working with your office believe that it would be 
beneficial for bofii of our offices to obtain additional clarity on our relationship. In light of the pending 
audits/investigadons, we would appreciate your views as soon as possible. Thanks for your assistance. 

Here is the proposed request: 

OLC’s continued advice to Treasury has greatly facilitated the implementation of the Administration’s new 
programs to address the financial crisis. The latest legal conundrum involves the correct location of li» Special 
Inspector General for the ttoubled Asset Relief Program (SIGTARP) m the U.S. Government. As discussed 
below, SIGTARP’s status is important for a number of reasons, but the most pressing question is whether 
laoviding Treasury information and documents to a SIGTARP not located in the Treasury Department would 
wmve any applicable privileges. The SIGTARP is estsblished by section 1 21 of the Emergency Economic 
Stabilisation Act, Pub. L. 1 1 0-343 (EESA), which provides that the SIGTARP is ^pointed by the President, 
and is removable by the President in accordance with section 3(b) of the Inspector General AM of 1978 (IG 
Act). Because SIGTARP is rqrpointed by, and can be removed by, the President, and because BESA dOM not 
otb^ise purport to subject SIGTARP to direct Congressional control, it seems clear SIGTARP is within the 
Executive Branch. ££. Bowsher v.Svnar. 478 U.S. 714, 727-732 (1 9SS) (holding that the Comptroller General 
is subject to congre.ssional control because he can be removed only on the initiative of Congress). EESA, 
however, is silent on whether SIGTARP is in the Department of the Treasury and reports to the Secretary of tire 
Treasury (Secretary). By contrast. Treasury's Office of Inspector General and Office of Troasuiy Inspector 
General for Tax Administration arc expressly part of Treasury under section 2(b) of the 10 Act and subject to 
the Secretary's general supervision under section 3(a) of the IG Act With respect to other special inspectors 
general, Congress expressly provided that the Special Inspector General for A^hanislsn ReconstiuctioR and the 
Special Inspector General for Iraq Reconstruction "shall report directly to, and be under the general supervision 
of, flic Secretary of State and the Secretary of Defense.” IG Act, § 80 note. 

We note that a provision of the IG Act, which is incorporated by reference in the EESA, sugggests that 
SIGTARP reports generally to the Secretary. EESA defines the SIGTARP's authorities largely by reference to 
the IQ Act. The IG Act provides for Inspectors General in certain “estabtishment[sj," defined to include several 
Cabinet Departments (including Treasury) and certain other agencies. lO Act, jj 12(2), IGs directly covered by 
the IQ Act are required to ‘Tepott to and be under the general supervision of the head of the establishment 
involved [or the oSficer next in rank]." IG Act. § 3(a). The head of the establishment is prohibited fiom 
jxohibiting or preventing audits, investigations, or the issuance of subpoenas. j4 

BESA provides that in addition to certain enumerMed duties, the SIGTARP “shall . . . have the duties and 
responsibilities of inspectors general under the [1C Act],’’ EESA § 121(c)(3). These duties and responsibilities 
could be read to incline those under sectiou 3(a) of the 10 Act to report to and be under the general supervision 
of the head of the establishment involved. UndM EESA, as enacted, SIGTARP's duties relate only to actions of 
and programs estabUshed by the Secretary of the Treasury. Thus, the “establishment involved.” to whose head 
SIQTA]^ would report, could be reasonably considered to bo Treasury. Howovw, S. 383, currently pending 
signature by the Ptesittott, would expand SIGTARP’s authority to encompass most activities undertaken under 
EESA Title I (with certain specific exceptions). SIGTARP’s new authority could appear to include review of 
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actions undeitaksn by the Fedoral Reserve Boani, the Federal Housing Finance Agency, the SEC, the FDIC, 
HUD, the National Credit Union A^ciadon, and possibly other Federal sgraicies. Especially ^ven EBSA’s 
somewhat oblique reference to Section 3(a) of the IC Act, the addition of jurisdiction over the rntivities of these 
other agencies might out against a view that SIGTARP roporo to the Treasury Secretary as the head of tire 
“establishment involved.” 

Altiiough the issue of SIGTARP’s reporting relationship under the existing EESA provwon has not, to our 
knowledge, been definitively resolved, SIGTARP does have numerous other ties to Treasury. Treasury 
provides office space and administrative support to SIGTARP. SIGTARP has tecoitiy dra^d (but not yet 
published) a Federal Register pubUcation amending the Depattment's FOIA and Privacy Act regulations to 
cover SIGTARP records and systems of records. This draft Federal Register notice refers to SIGTARP as “an 
UKfcpendent office of the Department of the Treasury.” Finally, while SIGTARP is expressly tasked with 
submitting reports to Congress, we note that this is rtot an uncommon lequiremenL 

We also note that a detennination with respect » the SIGTARP's status, including its reporting obligations, has 
implications for a number of other legal questions. Of immediate importance is tte question of whether 
providing Treasury information and documents to a SIGTARP not located in the Treasury Department would 
waive any appUctdile privileges. Additionally, it is not clear that SIGTARP would be a “Headtj of 
DepattmentO” under the sqipointmcnts clause of the Constitution, 20 U.S. Op. Off. Legal Counsel 124 at 

page 18. Thus there be an issue as to whether SIGTARP would have author!^ to appoint inferior officers 
of the United States. Similarly, it would not be clear whetiier SIGTARP would be an “Executive department" 
authorized to issue regulations under the housekeeping statute, S U.S.C. § 301 . 

For these reasons, we request OLC’s position on whether SIGTARP is part of the Treasury and, accordingly, 
reports to flie Secretary. Further, If OLC concludes that SIGTARP it not part of the Tieasury, we request advice 
on the issue of whether providing Treasury iaformation and documents to SIGTARP would waive any 
applicable privileges. 


Bernard 3, Knight, Jr. 

Assistant General Counsel 
(General Law, Ethics & Regulation) 
and Designated Agency Ethics Official 
U.S. Department of Treasury 
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^addlerj_Bn/|an 

From: 

Sent; 

To: 

Cg: 


Sul^ 

MtachfiHmtB: 


lOiight. BwTtartI Jr. 

Wsdneadiy. April 15. 2009 3:14 PM 
‘3am>n, 'Kolfsicy, Oantel L* 

Monbome, Rterk; Schalfer, Laurie; Lepiey, Richartl; Mater, Mfl«; Bfeger, Peter; BrtoWr?, 

Mk^ael; Saddler, Bryan 

SIQTARP 

SIQTARP poaition.pdf 


David & Dan, 


OLC’s continmsi advice to Trcaaury hu greatly facilitated the implementation of flie Administration’s new 
programs to address the Bnanoiai crisis. The ounent issue involves the location and reporting relationship of the 
Special In^rector General for the Troubled Asset Relief Program (SIQTARP) in the U.S. Government As 
discussed below, the SIQTARP’s status is important fijr a number of reasons, but the most pressing question is 
whether providing Treasury information and iicumenta to a SIGTARP not located in the Treasury Department 
or supervised by the Secretary of the Treasury (Secretary) would waive any applicable privileges. 

The SIGTARP is established by section I2I of the Emergency Economic Stabilbation Act, Pub, L. No. 1 10- 
343 (EESA), vdnch provides that the SIGTARP is appointed by the President and is removable by the Presi<&nt 
in accordance with section 3(b) of the Inspector General Act of 1978 (10 Act). Because the SIGTARP is 
appointed by, and can be removed by, the Pmidsnt, and because EESA docs not otherwise purport to subject 
the SIGTARP to direct Congressional control, the SIGTARP arguably is within the Executive Branch. ££ 
Bowsher v.Svnar. 478 U.S. 714, 727-732 (1986) (holding that the Comptroller General is subject to 
congressional control because he can be removed only on the initiative of Congress). Wo note, however, that 
the enhanced role for the SIGTARP provided in enrolled bill S. 383 (discussed below) and EESA’s changes or 
additions to IG Act requirements (e.g., EESA's provision for quarterly SIGTARP reports directly to Congress 
and for certain reports directly to Congress und» secthm 121(c)(4)(b) as opposed to the head of the 
establishment unto section 6(b)(2) of the IG Act) may suggest otherwise. In addition, recent amendments to 
the IG Act (Pub. L. No. 1 10-409), which were enacted shortly after EESA, seeh to expiand the independence of 
inspectors general and include a requirement that the President provide written reasons to Congress for 
removals or transfers of inspectors general at least 30-days in advance. Moreover, in EESA's legislative 
history. Senator Baucus said: ”I designed the ofhee of diis inspector general to be truly independent .... I 
designed this inspector general to be accountable only to Congress and to the American taxpayer." 

Congressional Recotd at S10218 (Ocl 1,2008), The statutory text ofEESA is sHent on whether the SIOTARP' 
is in the Department of the Treasury and leports to the Secretary, By contrast. Treasury's Office of Inspector 
Qerreral and Office of Treasury Inspector General for Tax Administration are expressly part of Treasury under 
section 2{b) of the IG Act and subject to the Secretary’.s general supervision undm section 3(a) of the IG Act. 
Wifli respect to other special inspectors general. Congress expressly provided that the Special Inspector Gettoral 
for Afghanistan Reconstruction and the Special Inspector General for Iraq Reconstruction “shall report directly 
to. and be under the general supervision of, the Secretary of State and the Secretary of Defense.” IG Act, § 8G 
note. 

We note that a provision of tiw 10 Act. which arguably is incorporated by reference in EESA, could suggest 
that the SIOTAIU’ repMts generally to the Socretaty. EESA defines the SIGTARP’s withorilies laigely by 
refctence to the IQ Act The IG Act provides for inspectors general in certain “establishmentfsj,” defijted to 
include several C^ine! Departmmits (including Treasury) and certain other agencies. IG Act, § 12(2). 

Inspectors General directly covered by the IG Act are required to “repotf to and be unto the general 
supervision of the head of the establishment involved [or the officer next in tank]." IG Act, J 3(a), The head of 
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the establishment is prohibited fiom prohibiting or preventing audits, investigations, or the issuance of 
subpoenas. M' 

EESA provides that in addition to certain enumerated duties, the SIGTARP "shall , . . have the duties and 
respon^ilities of inspectors general under the [IQ Act].” EESA § 121 (cX3). These duties and cesponstbilities 
could bo read to include those under section 3(a) of the 10 Act to report to and be under the graeral supervision 
of the head of the establishment involved. Und^ EESA, as enacted, the SlOTARP’s duties relate only to 
actions of and progzams eatabli^ied by the Secretary of the Treasury. Thus, the "establishment involved," to 
wdioso head the SlOTARl’ would report, could bo reasonably considered to be Treasury. However, S. 383, 
currently pending signature by the President, would expand the SIGTARP’s authority to encompass most 
activities undertaken under EESA Title I (with certain specific exceptions). The SIGTARP's new autoonty 
could appear to include review of actions undwtaken by the Federal Reserve Board, tlK Federal Housing 
Finance Agency, the SEC, *e FDIC, HUO, the National Credit Union Association, and possibly other Federal 
agencies. Especially given BHSA*s somewhat oblique reference to Section 3(a) of the 10 Act, the addition of 
jurisdiction over the activities of these other agencies might cut against a view that the SIGTARP reports to the 
Treasury Secretary as the head of the “establishment involved.” In addilion, S. 383 would expressly give the 
SIGTARP authority to conduct, supervise, and coordinate investigations and audits as he deteimiitos 
^propriate and would require the Secretary to certiiy to Congress that no action is necessary or appropriate if 
the Secretary does not address deficiencies identified by the SIGTARP. 

In considering the reporting relationship issue under the existing EESA provision, we note the ties between the 
SIGTARP and Treasury. Treasury provides office space and administrative support to the SIGTARP. The 
SIGTARP has recently drafted (but not yet published) a Federal Register publication amending the 
Department's FOIA and Privacy Act regulations to cover SIGTARP records and systems of rccoids. This draft 
Federal Register notice refers to the SIGTARP as “an independent office of the Department of the Treasury." 
Finally, while the SIGTARP is erqiressly tasked with submitting reports to Congress, we note that submitting 
reports is not an uncommon requirement (although the reporting requirements in the IG Act often appear to be 
to or through the head of an est^Iishmcnt). 

A determination with respect to the SIGTARP’s status, including whether he’s under the Seaetary’.? 
supervision, has implications for a number of other legal questions. Of immediate importance is the question of 
whether providing Treasury information and documents to a SIGTARP not located in the Treasury Department 
or subject to the Secretary’ s siqwrvision would waive any applicable privileges. We note that there is a body of 
case law that supports the proposition that privileged information that is compelled retains its privileged nature. 
Additionally, it is not clear Bial the SIGTARP would be a “Head[] of Departraentl]’’ under the fqspointoents 
clause of the Constitution. See 20 U.S. On. Off. Legal Counsel 124 at page 1 8. Thus there may be an issue as 
to whether tiie SIGTARP would have authority to appoint inferior officers of the United States. Similarly, it 
would not bo clear wheihct the SIGTARP would be an “Executive department" whose head is authorized to 
issue regulations under the hoatekeeping statute, S U.S.C. $ 30 1 . 

Wo have shared out concerns with the SIGTARP. The SIGTARP’s view (attached) is that he is within the 
Treasury Department, but is not subject to supervision by the Secretary. We ate not certain tiat location witlun 
the Treasury Department is meaningful absent supervision by the Secretary, assuming such an ansngemsnt is 
oven legally tenable. 31 U.S.C. § 301(b)ptovides that the Secretary is the head of the Department of the 
Treasury, and numerous laws confer responsibilities and duties on the head of an agency. It is not clear whether 
the Secretary can fully petfotm his duties as agency head if he does not supervise the SIGTARP, nor is it clear 
that the SIGTARP can avail himself of authorities conferred on heads of agencies if the SIGTARP is not 
subordinate to the Secretary. Indeed, both the ^pointments clause and the housekeeping statute described in 
the preceding paragraph confer authority on the agency bead; it is not clear that the SIGTARP could avail itself 
of these authorities if it were within Treasury but did not report the Secretary. Moreover, to the extent that 
release of documents outside the Treasury Department might waive applicable privileges (the SIGTARP only 
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addrosssiitha attomex-client piivils^, but then may be other privileges at issue), their release to a StCTARP 
technically within the Department but entirely beyond the control of the Secretary may have the same effect 

For these reasons, we request OLC’s position on whether the SIGTARP is part of Treasury and und« the 
Secretary’s graieral supervision. Further, if OLC concludes diet the SIGTARP it not part of Treasury or is not 
under ^ Secretary’s general siqtorvision, wm request advice on the issue of whednr providing Treasury 
infOTination and documents to the SIGTARP would waive any applicable privileges. 


Thank you for your assistance with this issue. The Counsel to the SIGTARP, Bryan Saddler, is copied on this 
email Please call me if you have any questions. 

Bernard!. Knight, Ir. 

Assistant General Counsel 
(General Law, Ethics & Regulation) 
and Designated Agency Ethics Official 
U.S. Department of Treasury 
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OFFICE OF 1-HE SPFXIAI. iNSPECrOR. GBNERAI, 

Troubled Asset Keuef Program 

1 500 Pconm-Iraiua Avc,, NW, Stiite I0S4 
Wuhingwn.D.C, 20220 

April 7, 2009 


MEMORANUM FOR: BERNARD KNIOKT. Jr., Acting General Counsel 
FROM: NEIL M. BAROFSKY, Special Inspector Oeneraly^ 


SUBIECT: SIGTARP's Position Within Treasury 


This responds to your April 2, 2009 e-mail concerning your intention to seek a legal 
opinion ftom lira OSice of Legal Counsel (OLQ. Department of Justice, regarding the position 
of the Office of the Special Inspector General &r the Troubled Asset Relief Program (SIGT ARP) 
ivithin the Federal government, Specifically, you advised that you desire OLC*s opinion about: 
(1) whether SIGTARP exists within the Department of the Treasury; (2) whether the Secretary of 
the Treasury has supervisory authority with respect to SIGTARP; and (3) assuming the answer to 
the first question is in the negative, whether providing Treasury’s attorney-client privileged 
materials to SIGTARP effectively waives the privilege. 

SIGTARP does not ot^ecl to your plan to seek guidance from OLC; however, as 
discussed below, SIGTARP believes that the Emergency Economic Stabili^ Act of 2008 
(EESA), Pub. Law No. U 0-343, provides that SIGTARP is an independent entity within 
Tr^ury, that SIGTARP is not subject to the Secretary’s supervision, and that anomey-client 
privilege is not a bar to SIGTARP’s access to Treasury’s records or Information. Furfiier, I 
re^tfelly request that your communication to OLC refer to this memorandum and include it as 
an atqwndix. 

SIGTARP Is An Independent Entity Within Treasury 

Turning to your quesdon about SIGTARP’s position in the government, as I understand 
your position: (1) you acknowledge that SIGTARP is within the Executive Branch because I am 
appointed, and may be removed, by the President, and SIGTARP is not oflierwisB under 
Congressional control;' hut (2) you question SIGTARP’s position within the Executive Branch. 


' We agree wtih this prapwidcii, but huren re add dm SIGTARP has a quarterly reporting respoiuibility to 
Congreii. ^ 12 U.S.C. 1 523 l(i). However, like widi oiber tnspecKin General md their semi-ennual ropoitiog 
responsibUitief, ^ 5 U.S.C. App. 3 1 3, Una dooi nor render SIGTARP pert of the Loaistetive Branch, tee no 

EASA % ll8d.Lib«: RtlalkiaLAMa,. 527 u.s. 229 (tsse). 
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Section 121 ofEESA, as amended,' sets forth nutaerous connections between SIQTARP 
aiKl Treasury; (1) the SIGTARP name set forth a section 121(a) ofEESA Is taken diiectiy ftom 
the jKogram that Treasury is authorized to create and implement a .section 101(aXl) ofEESA; 

(2) SIGTARP’s authority as originally described by section 12l(eXI) ofEESA related 
excl^vely to Tteasuiy’s rathorities under sections 101 and 1 02 ofEESA; (3) SIGTARP is 
required by section 12l(oX3) ofEESA' to keep Treasury, as well as Congress, informed 
conwming hand and other serious problems, abuses, and deficiotcies in the TARP program; (4) 
section 1 2 1(f) ofEESA, as amende^ appears to contemplate that all SIGTARP audits will be 
addtessed to the Secretary of TVeasuiy, who must implement SIGTARP recommendations or 
certify to Coo^wb why the recommended action is not necessary;’ (5) Treasury is SIGTARP’s 
souree of flindh% Sfi 12 U.S.C. § 523 IQX and (6) Congress codified SIOTARP’s authorizing 
legislatkm. section 121 ofEESA within chapter S2 of title 12 of the United States Code, as 
oj^josed to within titp third iq^ieadix to title 5 where the 10 Act is codified. Futtiter, as you note 
in your request for an opinion, Treasury and SIQTARP have thus far operated as if SIGTARP is 
an independent antify within Treasury: (!) Treasury has provided SIGTARP space, equipment, 
and services, pursuant to section fi(c) of the IG Act; (2) Treasury circulated to SIGTARP for 
comraei# a draft Treasury Order 117-01, which plainly stated "[tjhece Is within the Department 
of Treasury an Office of Special Inspector General for the Troubled Asset Relief Program;” and 

(3) SIGTARP circulated to Treasury a delegation of subpoena authority, a regulation, and a 
systems of records notice, all of which noted that SIGTARP is part of Treasury, and your office 
has concurred on the first two of these.' 

SIGTARP I s Not Subject to Secretarial Supervision 

Regarding supendsion; (l)younotethat the Treasury Inspector General and the Special 
Inspectors General for Iraq and Afghattisian Reconstruction are subject to express Secretarial 
supervision pro^ions; and (2) you aver that EES A by its incorporation of the 10 Act “duties 
and responsibilities,” implies that SIGTARP is subject to the Secretary’s supervision. We do not 
share your conclusioa 

Ittitially, your comparison of SIQTARP to the Treasury inspector General and the Special 
Inspectors General for Iraq and Afghanistan Reconstruction, is inapposite. While you accurately 
point out that Congress expressly placed the Treasury Inspector General and the Special 
Inspectors General for Iraq and Afghanistan Reconstruction under the supervision of tire 
Secretary of l^aiuty and the Secretaries of State and Defense, respectively, ass 5 U.S.C. App. 3 
§§3(a), SD, and 11(2); Pub. Law No. 108-1065 3001(e): Pub. Law No. 11 0-1 229(e). by so 


' Ai you are aware S.M1 wii mrellad on March 23, 2009, We underetend Ihet Treasury has recoramended iho 
l*restdret sisn rhe bill, and, thus, for puiposea of thUinemorioduni we assume rhar S.383 has been enacted. 

’Section l21(cX3) ncor|iorai<t iectlon4(a)(S)oftheIni(iecioraeoerel Aaof 197S(ia Act), SU.S.a App. J 5 
■KsKS). 

’ h la Slot ARP'S ioteadon to copy Coogress on all aurtic repOfta. 

' The ayatems of recurda nortce haa yot to be circulated to your ofUcc. 
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domg Congress deznonst^ed its sd^ty to assign supervisory authorities to lospectors Oeoml, 
Special or otherwise, vdien it iatenda to do so. Fnde^, in dw oa^ of Um Ttoasuty Inspector 
Oeruoa], in secdOQ 8D of the IG Act, Congress gave tte Sccreia^ the extraonSiiuuy power to 
stop auifits and invcstijpttKma;® in the case of the Special InspootwB Qenend for Iraq and 
Afghanistioi Keconstmetion, Congress granted dual supervisoi^ authodty to the Scentmries of 
State and Defense, |d. Given that Congress knows how to assign 5up<^lsory dudes, the 
omission of this language in EESA signifies its clear intention to preserve SIGTARP’s 
independence and not subject us to the Secretary’s ability to shut down an audit or invesd^on/ 
Indeed, the legislative arclutect of section 1 2 1 of EESA, Senator Max Baireus, so stated in his 
stattm^t in sc^^poxt of EESA’s enactment, designed the office of this inspector genera to be 
truly Iiid^>endent,** and not report to the Seoretarv. Congressional Record, p. S 1 02 1 8 (Oct. 

1,2008). 

Next, the “duties and responsibilities” under the IQ Act, which EESA spetHfically impose 
upon SIQTARP, do not include sections 3(a) or 8D * Congress did not create 51GTARP within 
the 10 Act; U placed us within chapter 52 of title 12 of the United States Code. Moreover, 
section 121 of EESA did not incorporate the entire^ of the 10 Act but rather only irK^orporated 
specifically referenced provisions: 3(b), 3(e), 4(b) and 6.^ To be sure, section 121(cX3) of 
EESA provides, ‘’the Inspector General shall also have die duties and responsibUitit» of 
inspecton general under the Inspector Genera! Act of 1978”, but fills does not .^suggest 
inexuporation of section 8D. Section 8D does not relate to “inspectors general,” h ~ like sectiors 
8, 8A, 8B, 8C, 8E, 8F, 81, and 8 fC of the IG Act -relates to a ^gie Inspector Ocneral; the 
Treasury Inspector General. ^ 5 U.S.C. App. 3 § 8D; see also 5 U.S.C. App. 3 §§ 8, 8A, SB, 
8C, 8E, 8F, 8!, and 8K. Nor does it suggest Incotporatimi of sectiem 3(a). Seciiun 3(a) provddtes 
file appointment of Inspectors General; establishes the supervision of Inspectors Omeral; and 
limits the supervisory power with respect to individual audits and invesfigations. The first of 
these issues is controlled directly by section 121(b) of EESA, and the inter-related latter two fi.e,. 
if there is no supervision, then there is no need for Umitatioiw on supervision) do not involve 
SIGTARP duties or responsibilities. Supervision by a third party, and limitations on that 


SSS S U.S.C. App, 3 § 8D(a}. EESA does flst include consIraiaGi nmiUr to those Imposed upon the Treasury 
Inspector Oenera], wh^ activities can be limited by a Secretarial thrtormtnatloa that his activity may Involve 
“ddibenUioiu and decisions on policy manors, ucktdiag documented Infomulion used as a basis for making policy 
declsifOns” that the Secretary would prefisr remain confidunltal. U. 

^ Indeed, if Congress w^ted Uic Seootaxy to sopervise *e lotcnul oversislu of the TARP program, then Congress 
did not need to create SIGTARP. The 7>eanay inspector QenenI, which bad plenary audit and investigative 
authority with respe« to Treasury's programs, alreacly existed, and Congress could have sunply incrcMcd funding 
for that Office. 

’ Likewise, they do not litcluda section 5 of the iC Act Nonetfaelcas, as a miner of policy. SIGTAKP has decided to 
adopt the reporting topics of sooion 3(a), and include thorn in appendices to our quarterly f^?<»fs for the second and 
fourth quar^, 

’ The tnaxrm of statutoiy csoostrucdoA Ineiusia ynfta *jt MXcUaio altwriuj, bolds tiiat If i striae » mle expressly 
includes, recites or saumerazes matters, tfien matters ihai arc not so tnckided, recited or enumerated are cxcinded. 
Campov AKg ate lna. Co.. 2009 Uii. App. LEXIS 5460 (S* Cir. Mar. 17. 2009). 
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superraion, simply do not eonstitato “duties and tesponsibilities” of SlGTARl*. Mote 
impominily, in Ae context of the 10 Act, “duties and iw^iansibilities” of Inspectors General arc 
expiessiy (stablishod at section 4(a), not 3(a) or 8D. Section 4 of ttc IG Act is entitled, “Dutiei 
and reaptmsibiUties; report of criminat violations to Attorney Oeneral," and section 4(a) begins, 

“it shall bo the ixs) ami responsibility of each Inspector Gena’s! ” Additionally. *e 

legislative history underlying the IG Act, ftilly supports the proposition that “duties and 
responsibilities" of Inspectors General are located at section 4(s), not 3(a) or SD. §es H.R, Rep. 
No 95-584 pp. 11-13! and Sen. Report No. 95-1071 p. 27 C'Section 4 sets forth the duUea and 
resjponsitnlities of die Inspector and Auditor General"). A more expansive eonstruction of EESA 
to include incorporation of sections 3(a) and 8D is simply not warranted in light of the express 
language and the obvious legislative intent described strove. 


■Attorney-Client Privilege Is Not A Bar To SlGTARP’s Acee.ts ' 


With respect to your concern about attorney-client privilege, the existmice of an 
applicable privilege does not relieve Treasury from its responsibility under EESA, as amended, 
and the IG Act to cooperate with SIGTARP and produce tecoids arid information deemed 
necessary to the accomplishment of SIGTARP’s mission. Section 1 2 1 (c)(4)(A) of EESA, as 
amended, autitorizes SIGTARP “to conduct, supervise, and coordinate an au^t or investigation 
of any action taken under [EES.A] as the Special Inspector General determines appropriate." 
Further, pursuant to sections 6(a)( 1) and 6(a)(3) of the 10 Act. uhich are expressly incorporated 
into EESA by section 12 l{c)(3), SIGT.ARP is guaranteed "access to all records, reports, audits, 
reviews, documents, papers, lecommendations, or other material available to" Treasury and is 
authorized “to request such information or assistance as may be necessary” to satisfy our 
responsibiKties. Moreover, in the latter regard. Treasury -• “insofai as is practicable and not in 
contravention of any existing law" - is required to cooperate with SIGTARP, jee 12 U.S.C. § 
5231(eX4XA), attd, in the event that It fails to do so, SIGTARP is required immediately to report 
to Congress, sss 12 U.S.C. § 523 l(eX4XB)- Neither EESA nor the IG Act include an exception 
for privileged materials. Thus, it seenu liiiriy certain that SIGTARP statutorily has unfettered 
access to Treasury’s privileged as well as non-privileged documents and information. 


Additionally, it may be reasonably argued that SIGTARP’s compelled access via EESA 
and the tG Act renders Treasury’s compliance with SIGTARP's access demands “involunwry.” 
As you know, waivers of the attorney-client privilege are not effective if they are “involuntary.” 
SSS Equity Analyrics. LI.C v. Lundin. 248 F.R.D. 331, 334 (D.D.C. 2008); hire Parmalat 
Securities Li tjgaiiffn, 2006 LEXIS 88629 (S.D.N. Y. 2006); Puttie V. Bander & Kass. 127 F.R.D, 
46, 56 n. 5 (S.D.N.Y. 1989) (citing S.E,C. v. Forma. 1 17 F,R.D. 516, 523 (S.D.N. Y. 1987) 
Teachers Ins. And Amiuitv A.ssoc~of .Am. v. Shamrock Broadcasting Co.. 521 F.Supp. 638, 641- 
42 (S.D.N.Y 1981). 


Thank you fiat consulting with us concerning your intention to seek OLC guidance. 
Please conbrot me or my Chief Counsel, Bryan Saddler, if you have any questions regarding this 
memonmdum. 
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SatWter. Bryan 

Fmm: Sacidler, Bfyan 

Swib Monday, May 1 1, 2009 2:45 PM 

Toi Knight, Beraaid Jr, 

subiaet: RE SIGTARP 


Yes thanks, 

Original Hassaga 

fron; Knight, Bernard 3r. 

Sant: Monday, May 11, 2009 2:44 PM 
To: Saddler, Bryan 

Cc: 'Barron, David'; 'Koffsky, Daniel L' 

Subject: SISTABP 

Bryan, 

1 sent this follow-up to OLC a few minutes ago and forgot to copy you. Hope all Is going 
well. 

Barnard 3. Knight, 3r. 

Assistant fieneral Counsel 
(Oeneral Lm, Ethics & Regulation) 
and Dasignatad Agency Ethics official 
U.S. Department of Treasury 



Original Message 

From: Knight, Bernard 3r, 

Sent: Monday, May 11, 2009 2:28 PH 
To: Barron, David 

Cc: 'Koffsky, Daniel L’; Kedem, Allon; Andarson, Trisha; Madison, George; Lepley, Richard; 
Briskin, Michael; Yoo, lulls; Schaffer, Laurie; Bieger, Peter; Albrecht, Stephen 
Subject: SIGTARP 

David, 

We are responding to your email asking us for further analysis on some of the issues that we 
presented in our original email regarding the SIGTARP. For the reasons discussed in our 
April IS email, the question of SIGTARP's specific location within the Executive Branch is a 
difficult one, but resolution of this issue is important. Among other things, it is a 
prerequisite to resolution of a potential dispute between the Secretary and SIGTARP over 
whether privileged documents provided to SIGTARP may be disclosed. Me disagree with 
SIGTARP’s assertion that it is located within Treasury but not subject to supervision by the 
secretary, as discussed further below. 

As wi discussed in our earlier email, we believe one of the strongest arguments that SIGTARP 
is subject to the general supervision of the Secretary is that supervision by the Secretary 
under section 3(a) of the IG Act is a "dutCy]" or •'responsiblit[y]" of inspectors general 
Imposed upon SIGTARP by EE5A 5 121(c)(3). The fact that 5 4(a) of the IG Act expressly sets 
forth certain duties and responsibilities of IGs does not compel the conclusion that Congress 
intended EESA S 121(c)(3) to confer only those duties and responsibilities. Congress's 
general reference to "duties and responsibilities . . . under the [IG] Act," rather than a 
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specific reference to S 4(a), suggests that S Ul(c}(3) was intended to encompass the entire 
IS Act, especially given gESA's refarancas to other specific subsections of the IS Act when 
reference to specific subsections is intended. Thus, there is no compelling reason to 
conclude that only the duties and responsibilities of section 4(a) of the IS Act apply to 
SISTAKP, and not those of other sections of the IS Act such as subsections 4(c), 4(d), or 
7(b). 1 In particular, the legislative history for section 3(a) of the IS Act describes an 
additional responsibility for inspectors general as follows! “Senerally, the committee 
envisions that if the agency head asked the Inspector and Auditor Seneral to perform an audit 
OP an investigation or to look at certain areal of agency operations during a certain year, 
the Inspector and Auditor Seneral should da so, assuming staff resources were adequate." S. 
Rep. No. SS-1971, at 26 (1978). 

SlSTMP's April 7 memo quotes Senator Baueus* statement as to the independence of SISTARP 
somewhat out of context. The full statement is that "I deslpied the office of this inspector 
general to be truly independent, with the necessary resources to fight for every taxpayer 
dollar. I designed this inspector general to be accountable only to Congress and to the 
American taxpayer." Congressional Record p. Sieatg (Oct. 1, 2988). given that EESA makes 
SISTARP subject to removal by the President, this statement cannot be taken literally. As 
such, it is of questionable utility in determining whether Congress Intended SISTARP to be 
under the supervision of the Secretary or the direct supervision of the President. 

We are unaware of any precedent for an arrangement whereby an IS would be located "within" an 
agency but not subject to supervision by the agency head. Nothing in EESA suggests that this 
is what congress intended for SISTARP. Indeed, it is only through reference to § 3(a) of the 
IE Act that there is support for the conclusion that SISTARP is located within the Treasury 
Department. The provisions of the IS Act that EESA Incorporates in creating SISTARP are 
premised on the concept of having Inspectors general not only located within an 
establishment, such as Treasury, but also reporting to the "head" of the establishment. 

Neither EESA nor the IS Act establishes Inspectors general as indepandant additional heads 
within an establishment, and such an interpretation would create serious, if not 
irresolvable, conflicts with other statutes. In addition to the definition of "head of the 
establishment" under section 12(1) of the IS Act (which Includes the Treasury Secretary and 
does not Include inspectors general), 31 u.S.C. S 391(b) establishes the Secretary as the 
head of the Department of the Treasury. 31 U.S.C. S 321(c) generally vests the duties and 
powers of "officers and employees" of the Department in the Secretary, with three express 
•xceptlons for administrative law judges, the Comptroller of the Currency, and the Director 
of the Office of Thrift Supervision. The 16 Act also provides certain protection for the 
independence of Inspectors general, as discussed below. (The heads of the Office of the 
Cooptroller of the Currency and Office of Thrift Supervision have considerable autonomy, but 
both are expressly made subject to the "general directions" or "general oversight" of the 
Secretary. 12 U.S.C. SS i, I462a(b)(l)). moreover, section 6(d) of the 16 Act specifies 
certain limited Instances in which o^ices of inspectors general can be treated as separate 
agencies and in which Inspectors general can exercise the powers of an agency head. EESA 
section 121(d)(1) confers these section 8(d) authorities on SISTARP, which would be 
unnecessary If SISTARP hod other similar authority. Accordingly, we do not believe that 
SISTARP generally possesses the authorities of an agency head. 

In fact, reading EISA as incorporating S 3(a) of the IG Act with its grant of supervisory 
authority to the Secretary and concomitant restrictions on that authority helps preserve 
SlGTARP's autonomy. If EESA § 121(c)(3) is read to incorporate S 3(a) of the IG Act, as we 
think it should be, the Secretary's authority under 31 U.S.C. §§ 3ai(b) and 321(c) is subject 
to the limitations contained in the more specific IG Act. If § 3(a) does not apply, yet 
SISTARP is within the Treasury Department, 31 U.S.C. §§ 301(b) and 321(c) would, on their 
face, subject SISTARP to plenary supervision by the Secretary. Since it is unlikely that 
Congress intended such a result, either § 3(a) must apply or it must be assumed that EESA 
repealed sections 301(b) and 321(c) by Implication with respect to SISTARP, despite the fact 
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that nothing in EESA either places SIGTARP Hithtn Treasury or addresses his supervision. As 
a legal natter, such a conclusion would be difficult to reach, sea generally Radtanower v. 
Touche Ross S Co., 426 U.S. 148, 154 (1976) (discussing doctrine disfavoring repeals by 
implication); Morton v. Mancarl, 417 U.S. S35, 549-51 (1974) (same). 

Moreover, if SISTARP is not under the Treasury Secretary's general supervision, it is 
uncertain whether the Treasury Secretary could delegate certain duties and powers that he can 
delegate to inspectors general under his supervision. For eaampli, various statutory powers 
apply only to heads of Exacutlve agencies as defined in S U.S.C. S 195.2 tvn that we readily 
located are the authority to pay training expenses (see 5 U.S.C. §§ 4191, 4199), and the 
authority to pay employee awards (see S U.S.C. $9 4591(1), 4593, 459Sa{a)(2)).3 SISTARP, of 
course, would be no different than other Treasury inspectors general in not being directly 
granted these powers. Treasury routinely delegates powers of this sort to bureau heads and 
to its Inspectors general. It does not follow, however, that the Secretary would have the 
power to delegate such powers to a SICTARP over whom he had no supervisory power. 31 U.S.C. 

5 321(b)(2) permits the Secretary to delegate powers to "another officer or employee of the 
Department of the Treasury," but it is not clear that a non-subordinate SISTARP would qualify 
to receive such a delegation. It is questionable whether an individual who is not supervised 
by the Secretary, and therefore is not in an employment relationship with him, could be an 
"employee"; potentially, a similar employment relationship would be required to be an 
"officer" of the Department. 

Even if legal authority to delegate such powers to a non-subordinate SISTARP exists, 
delegation of powers with no authority to oversee their application raises a potentially 
stprtf leant policy concern. This concern might lead Treasury to refrain from delagating 
certain powers, or to make only limited delegations subject to significant restrictions.. The 
requirement for such delegations demonstrates another reason why placing SISTARP within 
Treasury, but not under supervision of the Secretary, would not guarantee complete 
independence. 

For the reasons discussed above, section 121(c)(3) of EESA should be read to apply to SISTARP 
the provision for general supervision by the Treasury Secretary under 5 3(a) of the IS Act. 

If OtC finds that this reading does not have sufficient support in the statute, then we 
believe that OLC should conclude that SISTARP is not within the Department. 

FN l! Footnote 8 of SISTARP' s April 7 memo asserts that SISTARP is not subject to the 
semiannual reporting requirements of 5 5 of the IS Act, but plans to include information on 
the topics covered by 9 S(a) as appendices to its reports on the second and fourth quarters. 
An argument could be made that submitting the reports required by 9 5(a) is a duty of 
inspectors general under the IS Act made epplicable to SISTARP through EESA. However, 
literal application of 9 5(a) would require SISTARP to submit the reports to Treasury under 9 
5(b), with no corresponding duty for Treasury to forward them to Congress. Although 9 121 of 
EESA applies IS Act duties and responsibilities to SISTARP, § 121 does not purport to impose 
upon Treasury additional IS Act duties or responsibilities with respect to SISTARP, such as 
those in 9 5(b) of the IS Act. Regardless of whether the 9 5 reporting requirements apply to 
SISTARP, it appears that Inclusion of applicable topics covered by § 5(e) in tha separately 
required and publicly available SISTARP reports for the second and fourth quarters would 
satisfy any 9 5(a) or (b) reporting requirement for SISTARP. 

FN 2: If SISTARP is within the Treasury Department, it cannot be an "Executive agency" as 
defined in 5 U.S.C. J 195. Under that Statute, "Executive agency" includes executive 
departments. Government corporations, end independent establishments. The Treasury 
Department is defined by 5 U.S.C. 9 191 as an Executive department; SISTARP 1$ not. Under s 
U.S.C. 9 194(1), an "independent establishment* does not include an Executive branch 
establlsNiient that is an Executive department "or part thereof." Thus, SISTARP cannot be an 
indapendent establishment if it is within the Treasury Department. Because SIGTARP would 
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therefore be neither an Executive department nor an independent establishment (and obviously 
is not a 6overfunent corporation), it would not be an Executive agency. 

?H 3: Section 6(d} of the I6 Act has recently been amended to designate X&$ as heads of 
agencies with respect to certain Title 5 statutory provisions, but not with respect to those 
cited In this paragraph 

Bernard J. Knight, 3r. 

Assistant General Counsel 
(General Law, Ethics & Regulation) 
and Designated Agency Ethics Official 
U^S^£egartfflen^o^|r^asury 
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Sent: Wednesday, April 22, 2 
To: Kni|ht^Bernard3f^^^^ 

BHBHBHBHHBi 
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Use of TARP Funds 


SIGTARP-09-001 
July 20, 2009 
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Juiy 20, 2009 

Survey Demonstrates that Banks Can Provide Meaningful 
Information on Their Use of TARP Funds 

What SIGTARP Found 

Although most banks reported that they did not segregate or track TARP fund 
usage on a dollar-for-dollar basis, most banks were able to provide insights into 
their actual or planned use of TARP funds. Over 98% of survey recipients 
reported their actual us^ of TARP funds. 

Many banks rqx)rted that TARP funds allowed thein to increase lending for 
residential and commercial loans, small business loans, credit card loans, and 
other types of tending. Most firms reported multiple and sometimes interrelated 
uses; a majority of respondents’ reported that they used the funds primarily for 
lending, building capital reserves and investing, as highlighted below. 

• More than 80 percent of the respondents cited the use of funds for 
lending or how it helped them avoid reduced lending. Many banks 
reported that lending would have been lower without TARP funds 
or would have come to a standstill. 

• More than 40 percent of the respondents reported that they used 
some TARP funds to help maintain the capital cushions and 
reserves required by their banking regulators to be able to absorb 
unanticipated losses. 

• Nearly a third of the respondents reported that they used some 
TARP funds to invest in agency-mortgage backed securities. These 
actions provided immediate support of the lending and borrowing 
activities of other banks and positioned the banks for increased 
iending later. 

• A smaller number reported using some TARP funds to repay 
outstanding loans-some because the TARP funds were a more 
cost-effective source of funds than their outstanding debt, and 
some because of pressure from a creditor to use the funds for that 
purpose. 

• Several banks reported using some TARP funds to buy other 
hanks. One reported that this was a cost-effective way to acquire 
additional deposits that, In turn, would facilitate an even greater 
amount of lending. 

• Some banks reported that they had not yet allocated funds for 
iending and other activities due to the short time elapsed since the 
receipt of funds, the weak demand for credit, and the uncertain 
economic environment. 

Although the respondents reported that lending was an important use of funds, 
their responses generally did not quanti fy the amount of new lending or the 
incremental differeuce in lending based on use of I'ARP funds. Moreover, their 
response represented their use or planned use at a single point in time and 
could be subject to change depending on economic conditions. 


Special Inspector General for the Troubled Asset Relief Program 
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Office of the special inspector general 

For the Troubled asset Relief program 

1801 L STREET, NW 
Washington, D.C. 20220 


July 20, 2009 


MEMORANDUM FOR: The Honorable Timothy Geithner, Secretary of the Treasury 


SUBJECT: Survey Demonstrates that Banks Can Provide Meaningful 

Information on Their Use of TARP Funds (SIGTARP-09-001) 

Wc are providing this audit report for your use and information. It discusses information on the 
use of TARP funds by 360 financial institutions participating in Treasury’s Capital Purchase 
Program. The Office of the Special Inspector General for the Troubled Asset Relief Program 
(SIGTARP) conducted this audit, under the authority of Public Law 1 10-343, as amended. 

This also incorporates the duties and responsibilities of inspectors general pursuant to the 
Inspector General Act of 1978, as amended. 

We considered comments from the Assistant Secretary of Financial Stability when preparing the 
final report. The comments are addressed in the report, where applicable, and a copy is included 
in the Management Comments section of this report. 

We appreciate the courtesies extended to the SIGTARP staff. For additional information on this 
report, please contact Mr. Barry W. Holman at ('202-622-4633/ bam'.holman@do.treas.aovl. 


NeifM. Barofsky 

Special Inspector General 

for the Troubled Asset Relief Program 
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Introduction 


The Emergency Economic Stabilization Act of 2008 (“EESA”)* was enacted on October 3, 

2008, authorizing the Secretary of the Treasury to ^abiish the Troubled Asset Relief Program 
(“TARP”) to purchase non-performing or troubled assets from financial institutions. However, 
given the rapid deterioration of the financial markets in the fall of 2008, Treasury believed it 
needed to move more swiftly. The result was the decision to inject equity capital into financial 
institutions under its Capital Purchase Program (“CPP”) as it sought to stabilize financial 
institutions and markets and to stimulate lending. Subsequently, a number of other initiatives 
were undertaken. As of June 1 5, 2009, the Department of Treasury has provided about $330 
billion to more than 600 financial institutior« using funds authorized under EESA. Nearly $200 
billion has been devoted to the CPP. 

The Congress and the public frequently ask two questions regarding the investments made by the 
Department of Treasury: 

• What have program recipients done with the money they received from Treasury? 

• Have the recipients complied with the executive compensation requirements as a 
condition of receiving the funds? 

To address these questions, beginning on February 5, 2009, SIGTARP sent survey letters to 364 
financial institutions that had completed TARP funding agreements thi’ough January 3 1 , 2009. 
This report addresses the responses of CPP recipients on the use of funds portion of the survey. 
SIGTARP will issue a separate report on executive compensation compliance. 

Background 

The dramatic correction in the U.S. housing market in recent years precipitated a decline in the 
price of financial assets that were associated with housing, in particular mortgage-backed 
securities based on subprime loans.^ As 2008 progressed, this led to an escalating crisis in the 
financial markets. Some institutions found themselves so exposed that they were threatened with 
failure^ — and some failed — because they were unable to raise needed capital as the value of their 
portfolios declined. Other financial institutions ranging from government-sponsored enterprises 
to the largest of the Wall Street firms -were left holding “toxic” mortgages and/or securities that 
became increasingly difficult to value, were illiquid, and potentially had little worth. Moreover, 
investors stopped buying securities backed by mortgages and became reluctant to buy securities 
backed by many other types of assets. Because of the uncertainty about the financial condition 


^ P.L. 110-343, October 3, 2008. 

" Subprime ioans are designed for borrowers who do not qualify for prime interest rates, such as borrowers who 
have one or more of the following characteristics: weakened credit histories typically characterized by payment 
delinquencies, previous charge-offs, judgments, or bankruptcies; low credit scores; high debt-burden ratios; or high 
loan-to~value ratios. These loans were often not supported by documentation and carried less favorable terms to the 
borrower such as higher interest rates. Many of thc.se Joans were often bundled into residential mortgage-backed 
securities (“RMBS”) that were sold to investors including banks, hedge funds, insurance companies and retirement 
fund systems. 
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and the solvency of financial entities, the fe^ banks charge each other to borrow money rose 
dramatically, and inter-bank lending effectively came to a halt.^ By late Summer 2008, the 
potential ramifications of the financial crisis included failure of systemicaily significant financial 
institutions; increased losses of individual savings; diminished corporate investments; and further 
tightening of credit that would exacerbate the emerging global economic slowdown. 

In response to the financial crisis, ESSA was enacted on October 3, 2008. EESA authorizes 
Treasury to purchase and insure certain types of troubled assets to provide stability and prevent 
disruptions in the economy and financial system, and to protect taxpayers. The purpose of EESA 
was to give Treasury authority and facilities to restore liquidity and stability to the U.S. financial 
system and to ensure that these activities were consistent with protecting home values, college 
funds, retirement accounts, and life savings; pr^erving homeownership and promoting jobs and 
economic growth; maximizing overall returns to U.S. taxpayers; and providing public 
accountability for the exercise of authority under the act. 

EESA gave the Secretary of the Treasury considerable discretion in determining both the type of 
financial instrument purchased and the institution from which it would be bought. Accordingly, 
within two weeks of EESA’s enactment, as the financial markets and credit markets continued to 
deteriorate rapidly. Treasury’s initial strategy quickly evolved from purchasing troubled assets to 
injecting capital into financial institutions to encourage them to build capital, increasing the flow 
of financing to businesses and consumers and supporting the economy. Accordingly, Treasury 
created the Capital Purchase Program (“CPP”) and subsequently expanded the scope of its 
efforts under EESA to include a number of other program initiatives, such as support to 
Systemicaily Significant Failing Institutions, the Targeted Investment Program, and the 
Automotive Industry Financing Program. This audit report focuses on participants in Treasury’s 
CPP. 

The CPP funds were a primary source of new Tier 1 capital available to financial institutions 
when credit losses were rapidly eating away at the existing capital of many firms and the ability 
to raise private capital was severely constrained. Given the nationwide decline in real estate 
values, many banks faced losing the stream of income they had enjoyed from homeowner 
payments on mortgages. Moreover, they also faced being forced to recognize losses as they 
foreclosed on properties and found that the resale value of the properties was often dramatically 
lower than the amount of the loan. Similarly, the market for the mortgage-related securities had 
also declined, and many of the securities the banks held could no longer be sold in the open 
market for more than a fraction of what the banks had paid for them.^ 

Banks use their capital funds for multiple purposes. With respect to lending and investing, capital 
can also have a multiplier effect; one dollar in capital may generate multiple dollars in loans and 
investments. It can seed lending and investments by combining with and leveraging other 
sources of funds, such as relatively inexpensive bank deposits. One added dollar of Tier 1 
capital can generate the potential for the bank to then issue an additional $10 in loans, because, 
based on regulatory rules, a healthy bank that receives $ I million in TARP funds can then 


Without the ability to readily borrow funds, banks were more concerned about retaining ca.sh and somewhat 
reluctant to lend out funds. 

SIGTARP, “Quarterly Report to Congress,” April 21, 2009. 




2 



365 


borrow up to $10 million to make new loans to consumers or businesses and still be deemed to 
be adequately capitalized, as long as the regulator finds that overall capital is sufficient and that 
the bank is able to absorb losses such as loan defaults. The bank could also leverage capital by 
using the new capital to buy deposits from other banks, further increasing their ability to issue 
new loans. For a more complete discussion regarding how banks use capital, see Appendix B. 

Objectives 

The audit and survey of TARP recipients was intended to obtain information from the recipients 
regarding their use of TARP funds. Thus, our specific objective was to detennine how TARP 
recipients have used the ftinds received. 

Scope 

SIGTARP sent the survey to 364 financial institutions that had completed TARP funding 
agreements through January 3 1 , 2009. The recipients had been approved for fiinding through the 
CPP, the Targeted Investment Program (“TIP”), the Systeraically Significant Failing Institutions 
(“SSFI”) program, and the Auto Industry Financing Program (“AIFP”). Over 73 percent of the 
funding went to eight institutions, as is reflected below in Table 1 . 


Table 1: Recipients of SIGTARP Survey by Funding Received 


Amount of TARP Funds 
Received 

Number of 
Firms 

Funding Amount 
(billions) 

Percentage of 
funding 

Greater than $10 billion 

8 

$219.3 

73 

$1 billion to $9.9 billion 

19 

$58.3 

20 

$100 million to $999 million 

54 

$14.6 

5 

Less frian $100 million 

283 

$6.6 

2 

Total 

364 

$298.8 

100 


Source: SIGTARP “Quarterly Report to Congress,’' April 21, 2009. 


Of the 364 firms surveyed, 360 (99 percent) were under the CPP program and directly 
concentrated on banking; the other four included AIFP or SSFI recipients.^ Accordingly, for 
ease of presentation, this report focuses on the 360 CPP recipients. For a list of the 360 banks 
that SIGTARP surveyed, see Appendix D. 

We confined our review and analysis to the survey responses and supporting documentation as 
provided, reported, and certified by the TARP recipients. Because of the goal to provide insights 
into the use of funds as quickly as possible, SIGTARP generally did not review information or 


^ The other four firms were AIG, GM, GMAC, and Chrysler. These firms used TARP funds in various ways, sucli 
as repaying loans, funding ongoing operations, improving capital ratios to acceptable regulatory levels and 
continued lending. These firms will be the subject of a future SIGTARP report on the use of funds. 
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documentation beyond that provided by the respondents.^ We did not attempt to verily 
independently the accuracy of the statements made by the banks. Information on lending was 
provided, but most of the responses did not quantify, on a dollar basis, the amount of lending or 
the incremental difference in lending resulting from the TARP investment. This report does not 
encompass or inquire about funds received from other government or non-government sources or 
the extent to which such funding may have influenced the use of TARP funding. 

The survey instrument primarily provided for open-ended responses to elicit in-depth data. This 
was necessary because the institutions are widely diverse in terms of asset size, geography, 
institution type, and institution-specific economic factors. As such, this approach permitted a 
wide range of responses and flexibility with regard to the specific information and supporting 
documentation provided. This data is not sufficient for statistical inferences; it should be 
interpreted as more reflective of directional insights rather than statistically valid 
characterizations of the TARP recipient’s use of ftmds. Because the objective of this report is 
broad, the open-ended survey elicited differing levels of detail. 

Many banks were concerned about business-sensitive information and requested confidentiality 
of individual survey responses. Accordingly, pursuant to our legal obligations, SIGTARP is 
unable in this report to attribute any results or comments to a specific institution. However, 
SIGTARP is in the process of evaluating recipients’ claims of confidentiality and will provide 
copies of the individual responses that will include information provided by the banks to the 
maximum permitted by law. SIGTARP plans to post the responses, redacted as necessary, on its 
website within 30 days. 

For a more complete discussion of the audit scope and methodology, see Appendix A. For a 
discussion of how banks use capital, see Appendix B. For a copy of the letter sent to recipients of 
TARP funds through January 31, 2009, see Appendix C. Fora list of TARP CPP recipients, see 
Appendix D. For tables on reported use of funds by month of disbursement, asset sizes, and 
amount of funding, see Appendix E. For reported broad benefits of receiving CPP funds, see 
Appendix F. For the audit team members, see Appendix G. For a copy of comments from the 
Department of Treasury, see Appendix H. 


^ SIGTARP plans additional work in this area. 
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Banks Were Able To Provide Meaningful 
Information on Their Use of TARP Funds 


Although most banks reported that they did not segregate or track TARP fond usage on a dollar- 
for-dollar basis, most banks were able to provide insights into their actual or planned use of 
TARP fonds. Over 98 percent of survey recipients reported their actual uses of TARP fonds7 
The banks reported that TARP funds were primarily used for lending, capital reserves, and 
investments, often citing multiple benefits. However, some banks reported that they had not yet 
allocated funds for lending or other activities due to the short time that elapsed since the receipt 
of funds, weakened demand for credit, and the uncertain economic environment. Other firms 
reported more broadly on the overall benefits of the TARP funding, including actions they were 
able to undertake or avoid, such as freezing or reducing lending. Nearly 30 percent of 
respondents reported that their lending levels would have been lower without TARP funds. Table 
2 highlights the major uses of fonds as reported by the recipients. 


Table 2: Reported Use of CPP Funds 


Category of Use 

Number of Institutions 

Percentage of Institutions 

Lending 

300 

83 

Capita! Cushion, other reserves 

156 

43 

Investments 

110 

31 

Debt Repayments 

52 

14 

Acquisitions 

15 

4 


Source: SIGTARP analysis of 360 survey responses. 

Note: Numbers and percentages do not total because respondents reported multiple u.scs of funds. 


The responses reflect the multiple uses of funds cited by individual TARP recipients. It is 
important to note, however, that the numbers shown in Table 2 represent only the uses 
specifically reported by banks; others may have made similar uses without specifically reporting 
it. Respondents reported investment activities across all bank asset sizes and amounts of funding 
received, as outlined in more detail in Appendix E. 

Most Recipients Did Not Segregate TARP Funds from Other 
Bank Capital 

Under the terms of CPP, banks receiving TARP funds were not required to segregate TARP 
funds or report on their use of such funds. Forty-four respondents, nonetheless, reported that they 
segregated TARP funds from other bank funds. Approximately half of those respondents 
recorded the TARP investment on the balance sheet as a discrete component of each bank’s 


^ Only six institutions did not report actual uses of TARP funds. Five of those six received TARP funds in January 
2009 and reported expected future uses of TARP funds. One intends to return the funds but has not yet done so as 
of June 15,2009. 
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capital Others cited efforts to segregate physically the funds in a separate account and to manage 
them separately. One bank stated: 

• “[A] separate checking account was established at [the Bank] in to which the TARP 
fiinds were deposited. This account is tracked individually on the parent's books via a 
specific general ledger account. Thus, all activity is isolated and tracked for dispersals. 
On a monthly basis, the general ledger balance is reconciled to the account statement.” 

More than half of the banks that reported physical segregation of funds, however, stated that 
segregation was only a temporary measure pending future deployment of the funds. 

The majority of recipients reported that they did not segregate TARP funds. They noted that, in 
accordance with typical banking industry practices, they commingled the TARP funds with their 
other capital and leveraged the funds to increase lending and/or make investments. Several banks 
focused on what they perceived to be the impracticality of segregation. However, this did not 
preclude respondents from providing information on the use of TARP funds. With regard to 
segregation, one bank stated that it deposited the TARP fiinds into its Federal Reserve Bank 
account, which it used to meet general funding needs. The bank noted that from a capital 
perspective, the TARP preferred shares and related common warrants were clearly visible as 
discrete components of their overall capital. At the same time, it also noted that, once received, 
the cash associated with the TARP funding became indistinguishable from any other cash 
sources. The following quotes provide context on the reasons that some banks did not segregate 
TARP funds from other bank capital. 

• “The capital we received from the U.S. Treasury was not segregated from other 
funds. We manage from a total balance sheet perspective, and capital investments are 
typically not segregated. We do not believe that such segregation is common practice 
in the industry, nor was it required pursuant to the agreements governing the 
Treasury's capital purchase.” 

• “Upon receipt of the TARP proceeds, [the Bank] did not segregate those funds from 
other capital funds. We did not and do not believe that earmarking the specific funds 
is in the best interest of our shareholders and/or borrowing customer. Instead, by 
adding the TARP funds to our existing, already strong capital base, [the Bank] could 
effectively deliver on its mission of growing its balance sheet by providing retail and 
commercial depositors and borrowers in our market competitive financial products 
and services that foster appropriate, rational growth.” 


The majority of recipients did not report any specific actions taken to track use of TARP funds. 
They reported bank activities that were supported by TARP funds, but did not specify the portion 
that represented TARP fund investment. Nearly 90 percent of banks reported some activities in 
this manner. Some banks that reported in this regard were quite general in their responses, such 
as the following bank comment: “...our actual use of TARP funds to date has been... to make 
loans to credit worthy customers, and to facilitate resolution of problem assets on our books.” 
Others provided more details about company activities, but did not give a dollar amount of 
TARP funds spent or specify the portion of the activity that represented TARP fund investment. 
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A few respondents, however, tracked actual lending figures as such. However, one bank, in a far 
more typical response, described the difficulty in tracking lending as follows: 

• “Although banks do use capita! to lend, it is more precise to say that banks use capital 
to support their lending. . .it is a cushion against losses, and it is there to support and 
enable other borrowing in the form of deposit gathering and capital markets 
borrowing. In this regard,... banks actually lend more than just the amount of their 
total capital and their TARP capital investment amounts. . .it is also important to 
understand that because TARP CPP fimds are commingled with other capital, 
deposits and funds from other sources, it is difficult to state categorically what 
specific fimds are actually being used for, except to say .. .that they are being used for 
and in support of lending.” 

Generally speaking, although there were exceptions, the information provided by the survey 
respondents regarding the use of fimds did not vary significantly among those who reported that 
they segregated TARP funds from other funding sources and those who reported that they did 
not segregate TARP funds. 

Lending 

Most recipients reported leveraging the TARP funds to support lending activities by continuing 
lending or renewing and/or modifying existing loans. Some institutions reported that, without 
TARP funds, lending activities would have come to a standstill or would have been curtailed. 

For example, one respondent stated that “had we not received the TARP funds, we may not have 
been able to fund as many residential loans or our liquidity would have been strained which 
would have hampered our ability to make future loans.” Although some firms reported general 
lending efforts and the preservation of lending levels, many institutions further subcategorized 
their lending initiatives by residential lending, small business loans, credit cards, and other 
categories, as shown in Table 3. However, the survey and responses did not result in sufficient 
information to develop an overall aggregate amount of actual lending. 

Table 3: Reported Lending Activities Supported by TARP Funds 

Lending Activity Number of Percentage of 

Institutions Institutions 


Residential Mortgage 

Activities 

103 

29 

Commercial Mortgages 

66 

18 

Other Consumer Lending 

61 

17 

Small Business Loans 

45 

13 

Other Business Loans 

48 

13 

Loan Modification 

34 

9 

Credit Cards 

8 

2 

Student Loans 

6 

2 

Source: SIGTARP analysis of 360 survey responses. 

Note; Numbers and percentages do not total because respondents reported multiple uses of funds. 
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The respondents most frequently cited using TARP funds lo support origination of residential 
mortgages, commercial mortgages, and small business loans. About 29 percent of the 
respondents reported a focus on using TARP funds to support residential mortgages. 
Additionally, another 9 percent stated that they have used TARP funds for mortgage loan 
modification initiatives. Various responses cited using TARP funds for commercial mortgage 
lending (18 percent) and small business lending (13 percent). These are some of SIGTARP’s 
observations related to the categories of lending activities listed in Table 3: 


• Residential lending: The incidence of residential mortgage lending was even greater 
when combined with reported loan modifications. Some institutions reported direct 
use of TARP funds for residential mortgage activities and for bolstering mortgage 
modification programs. For example, one bank commented that “since receiving 
TARP in December 2008, the bank has modified about $3 million of its existing loans 
to a strucmre that is sustainable and affordable for troubled borrowers.” Another bank 
reported that it was going to implement a home equity loan program designed to help 
customers remain in their homes and avoid foreclosure. 

• Commercial tending: Nearly 20 percent of respondents reported that they used 
TARP funding for commercial lending activities. Commercial lending, the second 
most frequently cited category of lending, was broadly distributed across institutions 
of various sizes. Most often, firms provided general information related to 
commercial real estate. A few however, provided exact figures; for example, one 
firm reported funding two loans from TARP proceeds, including a commercial real 
estate loan for $820,000. 

• Other consumer lending: Almost 1 7 percent of respondents reported deploying 
TARP funds for other consumer lending activities. When these consumer lending 
activities were reported more descriptively, the loans were often reported as auto 
loans, personal loans, or other lines of credit. One recipient reported a renewed focus 
on consumer lending, stating that they have “reentered the [state] market to expand 
our consumer automobile lending.. .and have increased our budgeted 2009 automobile 
loan production [by $90 million]. We expect to use the remaining TARP funds to 
continue to increase our automobile loan production...”. 

• Small business lending: About 1 3 percent of the institutions - of various sizes and 
types-reported using some TARP funds to support small business lending. One 
smaller firm reported that it had used all the CPP funds for various lending activities, 
including $500,000 related to small business loans. A larger institution reported 
lending over $20 billion in new credit extensions, including commitments and 
renewals to 8,000 small and mid-sized businesses, governments, and non-profits. 
Another institution responded more generally, that it is using the TARP capital funds 
to renew and originate quality SBA loans, in addition to other lending. 
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Capital Cushion or Other Reserves 

Regulators require banks to maintain certain capital cushion levels to be able to absorb 
unanticipated losses and to protect against the risk of insolvency. Beyond that, banks may 
leverage excess capital to engage in lending and investing to serve their customers and generate 
more income. Many survey responses highlighted the importance of the TARP funds to the 
bank’s capital base, and, by extension, the impact of the funds on lending. 

As noted earlier in Table 2, more than 40 percent of banks reported using some TARP funds to 
generate capital reserves to help the institution remain well-capitalized from a regulatory capital 
perspective. In citing the use for capital purposes, various recipients emphasized the need to 
retain capita! as a buffer or cushion against loan losses or other unforeseen events in light of the 
economic instability facing U.S. and international markets. For example, one institution reported 
that “while some policymakers are encouraging banks to lend more, regulators have announced 
that they expect banks to maintain significantly higher capital ratios as a buffer against a 
potentially severe and prolonged recession.” 

In addition, the respondents also disclosed a variety of other reasons for focusing on 
strengthening capital. These reasons included concerns about the recessionary economic 
environment, the anticipation of potential increases in regulatory capital requirements, the need 
to better position themselves to absorb future credit losses, and preparing for the possibility of 
continued capital availability constraints in the future. The following responses provide some 
insights into the importance of having TARP funds to bolster capital reserves: 

• Retain strong capital ratios: “During the second half of 2008, management became 
concerned about being able to retain its well capitalized risk based ratios because of 
the dramatic reduction in expected repayments.” 

• Cushion against future losses: “[I]t was in the best interest of [the Bank’s] 
shareholders for the company to gain additional liquidity and a further capital cushion 
against the economic uncertainties that lay ahead.” 

• Raise nesv capital otherwise not available in the market: “Absent an infusion of 
capital [the Bank] was unable to continue to meet the needs of its retail and 
commercial customer base. Opportunities to raise capital through private sources are 
virtually non-existent. Consequently, participating in the TARP enabled [the Bank] 
to continue to meet its customer needs.” Another bank noted that “none of this new 
lending would have been possible without the additional TARP capital, which helped 
us maintain our well capitalized rating while continuing our important lending 
programs.” 

Some institutions listed measurable impacts of TARP funds on their capital ratios, while others 
reported in general terms on how the direct infusion of TARP funds bolstered their reserve 
positions. 
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Investments 

Some recipients chose to support lending by investing in relatively safe and liquid securities or 
debt, primarily Government Sponsored Enterprises (GSE), mortgage-backed securities (MBS), 
agency debt, and municipal securities, as seen in Table 4. According to the banks, these 
investments provided immediate support of the lending and borrowing activities of other 
institutions, as described below. 

Table 4: Reported Investment Activities Supported by TARP Funds 

Investment Activity Number of Percentage of 

Institutions Institutions 


Mortgage-backed Securities 
(Agency) ' 

88 

24 

Municipal Securities 

19 

5 

Agency Debt 

10 

3 

Mortgage-backed Securities 
{Non-agency) 

8 

2 

Corporate Debt 

6 

2 


Source: SIGTARP analysis of 360 survey responses. 

Note: Numbers and percentages do not total because respondents reported multiple uses of funds. 


Those that invested TARP funds in MBS tended to invest in the so-called “agency” securities- 
those backed by Ginnie Mae, Fannie Mae, and Freddie Mac; only a few invested in private-label 
MBS or corporate debt. Many characterized these investments in “agency” MBS and debt as 
short-term. The recipient rationale for investing in these instruments included: 

• the consideration of safety and liquidity 

• the reasonableness of the return on the investment 

• the favorable regulatory capital treatment of those assets 

• the flexibility to use the securities as collateral to secure future loans 

• the opportunity to redeploy the cash flows generated from these investments over time to 
support direct lending and other investment opportunities 

One large entity reported that its multi-billion dollar investment in Fannie Mae MBS “helped to 
provide liquidity to the secondary [mortgage] market’ when Fannie Mae’s fiinding costs had 


^ In some cases, the respondent did not report which types of mortgage-backed securities were purchased. In the.se 
cases, we captured the response as an agency MBS because those were the most common, and the market for non- 
agency MBS was virtually frozen during the time period covered by the sun'ey. 
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increased significantly.” Another recipient that purchased more than $2 billion of MBS 
expressed the belief that these purchases assisted in the recovery and stabilization of the MBS 
market. Many other recipients who expressed similar sentiments stated that investments in MBS 
help to replenish funds to other lenders so that those lenders, in theory, could continue to 
originate additional mortgage loans. Others sought to use the cash flows from these investments 
to support lending. For example, one regional bank that used TARP funds to purchase more than 
$80 million in MBS stated that “the intention of this initial use of funds was to invest in high 
quality, low risk securities issued by [GSEs] to assure a reasonable return on these funds and to 
establish a series of cash flows that could quickly and easily be redeployed into customer-based 
commercial, mortgage and consumer loans as local economic conditions warrant." 

Although most recipients that reported investments deployed the TARP funds into mortgage- 
related investments, a few reported investments in municipal securities with the intent of helping 
local communities. One recipient strongly emphasized municipal bonds by investing around 14 
percent of the TARP funds received in this manner, explaining that investing in municipal bonds 
will provide much-needed funding for municipalities currently strained by the recession. 

Debt Repayment 

About 14 percent of TARP recipients reported using some of the funds to repay outstanding debt 
obligations. More specifically, the respondents used the funds to reduce short-term borrowing, 
repay loans to other financial institutions, retire or reduce letters of credit, and/or as replacement 
financing for higher cost loans. Banks noted these reasons for repaying outstanding debt: 

• improving the balance sheet while mitigating their liquidity risk 

• external pressure to retire their outstanding debt obligations 

• instructed by their creditors to use the TARP funds to pay off their loans 

• lack of demand for lending 

• to replace their outstanding debt with new, cheaper debt 

Many banks were able to provide specific dollar amounts of TARP funds used for this purpose. 
One bank reported using S75 million of TARP funds to reduce its short-term borrowings; another 
used $55 million to pay down a revolving credit facility. 

Acquisitions 

Only 4 percent of institutions reported that they used TARP funds to complete acquisitions. The 
most common theme emerging from responses related to acquisitions was that they were often 
completed at FDIC’s encouragement or that the assets were acquired from FDIC. The majority 
of the responding institutions shared perspectives similar to these: 


A secondary market is created when a bank sells a portion of their loans to a dealer, who pools the loans together 
and sells portions of the loan pools as securities to investors. The secondary market serves as a source of cash for 
banks, providing them money to make new loans. 
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• “We have also cooperated with the FDIC who asked us to commit resources to take 
on another failed bank. . . and continue to provide uninterrupted service to 6,400 
customers.” 

• “Included in the deposit growth is our. . .purchase of approximately $ 1 80 million of 
deposits from the FDIC.” 

• “Without TARP funds, it is unlikely that the Bank could have assisted the FDIC with 
the transaction while still meeting credit needs of existing customers.” 

Only two institutions reported that their capital levels would have been sufficient to support 
acquisitions without the TARP injection. One of them planned to acquire a number of bank 
branches and was specific as to the investment costs and the benefit. Although noting that the 
acquisitions would have occurred without the TARP fimds, this institution expressed the view 
that the acquisitions were an excellent use of the TARP funds because the additional deposits 
acquired with the branches would (through leveraging) allow the bank to increase future lending 
many times over the expected acquisition cost. 

Reported Future Uses of TARP Funds 

Nearly 78 percent of recipients reported future plans for deployment of TARP funds. They most 
frequently cited lending and capital accumulation activities. Recipients that reported plans for 
future deployment of TARP funds typically expected that lending activity would increase; almost 
all of those institutions stated that they deployed or intend to deploy a portion of TARP funds to 
support lending. Banks also indicated that they were less likely to use TARP funds for 
investment in securities, debt repayments, and capital reserves in the future. Furthermore, more 
respondents reported that they were actually considering using TARP funds to acquire another 
bank than those who reported they already have done so. 

Other banks reported that they had not yet allocated funds for lending and other activities 
because of the short time elapsed since the receipt of funds, the demand for credit, and the 
uncertain economic environment. In January 2009, 147 survey recipients received TARP funds, 
sometimes only weeks before receiving the survey request. Accordingly, many of these 
recipients had only a limited amount of time to deploy TARP funds fully. Some recipients 
provided responses with perspectives on the timing of the survey and the time passed since the 
receipt of funds, including a firm that made this request: 

• “Because this transaction closed only three weeks ago, we would respectfully ask that in 
reviewing our response, you do so in light of the very limited period of time that has 
passed between January 30, 2009 and the date of this letter.” 

Other institutions provided insight into their initial limited ability to deploy TARP funds due to 
the weakened demand for credit and the broader economy. One such bank stated that “our liquid 
assets created by the capital injection are being invested nightly with the Federal Reseive until 
such time as the economy and demand for loans within our markets returns and the capital can be 
effectively employed.” 
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Overall Benefits 

Beyond specific details on their use of funds, banks also provided insights into the overall benefit 
of the TARP funding, some of which were previously noted. Importantly, many recipients 
addressed these questions: 

• What actions were they were able to take that they could not have taken without 
receiving the TARP funds? 

• Conversely, what actions were they able to avoid because of the infusion of TARP funds? 

For example, approximately two-thirds of those who addressed this question reported that, 
without TARP funds, their lending levels would have been lower than levels they were able to 
achieve with TARP funds. A more complete summary of the broad impact of receiving TARP 
funds — the actions that were possible to be taken, as well as the actions avoided — is provided in 
Appendix F. 

The importance of each of the benefits in terms of actions that could be taken or avoided in 
return for receiving TARP funds is well summarized by the comments of one respondent: 

“At the outset TARP capital was viewed as providing three core elements. 

First, it would enhance the liquidity position as a source of long-term 
committed funding. Second, it would strengthen the balance sheet by 
bolstering the capital position, thus giving all key stakeholders (regulators, 
investors, debt investors, customers, employees) confidence in [the bank’s] 
ability to weather the current ‘economic storm.’ The final element is 
achieved only through satisfying the first two, and that is the ability to 
continue executing our strategic business model through serving customers 
and growing our core lending business,” 


i06 respondents indicated at least one of the following categories reflected in Appendix F: Grow Lending, 
Enhance Lending Activity, Reduce Loan Terms, Reduce Lending, Freezing Lending, or Exiting the Banking 
Business. 
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Conclusions and Recommendations 


Although most banks reported that they did not segregate or track TARP fund usage on a dollar- 
for-dollar basis, they were able to report on actual or planned activities that were supported by 
TARP funds as well as macro benefits associated with having the funds. These responses 
demonstrate that banks can provide useful information to improve transparency over how they 
use the TARP funds. The uses of funds identified in this report are as of a particular point in 
time and that use could vary somewhat over time depending on changing economic 
circumstances. Because of time constraints, many of the survey respondents had not yet 
allocated all of their TARP funds as of the March 2009 response date. Furthermore, more than 
250 institutions have received TARP funds since the survey was issued, including a $3.4 billion 
dollar investment in insurance company through the Capital Purchase Program. 

Treasury has engaged in ongoing efforts to obtain lending data from each TARP recipient, but 
this tells only a small part of the story. It falls to recognize that TARP recipients do far more 
with their TARP funds than simply originating loans: they have also used these funds in a 
broader array of interrelated activities, as demonstrated in this audit, such as making investments, 
acquiring other financial institutions, and simply maintaining the capital as a cushion against 
future losses. SIGTARP has previously recommended that Treasury require all TARP recipients 
to report on their use of TARP funds, but, with limited exceptions, Treasury has not done so. 
Based on the survey responses, SIGTARP believes that this recommendation continues to be 
essential to meet Treasury’s stated goal of bringing transparency to the TARP program and 
informing the American people and their representatives in Congress on what is being done with 
their investment. 

To improve transparency over the use of funds, SIGTARP recommends that the Secretary of the 
Treasury require TARP recipients to submit periodic reports to the Department of Treasury on 
their uses of TARP funds, such as lending, investments, acquisitions and other activities, 
including a description of what actions they were able to take that they would not have taken 
without TARP funding. 

SIGTARP also recommends that the Secretary of the Treasury require TARP recipients to retain 
all supporting documentation in conjunction with any reporting requirement that Treasury may 
impose. 

Management Comments and Audit Response 

In written comments on a draft of this report, Treasury’s Assistant Secretary for Financial 
Stability did not express concurrence with the report’s recommendation but raised questions 
regarding the information provided; this response was consistent with the Department’s previous 
opposition to this recommendation as noted in SIGTARP’s Quarterly reports to the Congress. 

For a copy of Treasury comments on a draft of this report, see Appendix H. 
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In commenting on this report, the Assistant Secretary recognized that the report illustrated the 
broad range of uses to which capital may be put, including building capital reserves and 
supporting lending and making investments. Yet, at the same time, the Secretary suggested 
caution in drawing conclusions from this data noting that “although it might be tempting to do 
so, it is not possible to say that investment of TARP dollars resulted in particular loans, 
investments or other activities by the recipient. “ He went on to use selectively a quote in the 
report that most TARP recipients did not segregate TARP funds and that, once received, the cash 
associated with the TARP funding became indistinguishable from any other case sources. He 
further stated that “even if TARP investments could be traced to particular uses, those uses 
cannot be said to be attributable to the TARP investment if the same expenditures would have 
been made from other sources even in the absence of TARP funding.” 

SIGTARP’s report clearly points out the diverse views of respondents regarding the fungibility 
of TARP funds received and the difficulty of saying precisely which dollar was used for which 
purpose. Nonetheless, SIGTARP’s report provides significant information on the use of funds 
and notes that, with limited exceptions, the information provided by the survey respondents on 
their use of funds did not vary significantly between those banks that reported they segregated 
TARP funds from other funding sources and those that did not segregate TARP funds. Both 
groups provided meaningful responses indicating their acmal and planned use of funds, 
SIGTARP finds it compelling that it received a 100 percent response rate to its survey and 98 
percent of the respondents were able to describe wide ranging uses of their funds, typical of the 
range of actions that banks would be expected to take in having received the funds at a time of 
financial crisis in the country where the need to stabilize financial institutions and foster lending 
was paramount. Moreover, they were able to speak broadly about the benefits of having 
received the funds — both actions they were able to take as a result of receiving the funds as well 
as actions avoided. 

For Treasury to discount wholly SIGTARP’s results because a particular bank may not be able to 
say which dollar was used for a specific purpose substantially underestimates a bank's capacity 
— on a practical level — to know how its resources are being utilized. Take the example of an 
American family with a checking account. Because all of the family income goes into the same 
account, the family cannot say with any precision which paycheck paid for which particular bill. 
That does not mean, however, that the family cannot give meaningful information about what it 
did with the sizeable bonus that the wife received at the end of the year. Such infusions of 
money can be budgeted; such infusions can be used to do things that would not have been 
possible without such infusion. Banks are no different, and indeed should be in a better position 
to plan, and to track, how it will use a sizeable capital infusion. Stated another way, if a bank is 
receiving an infusion of tens of millions, if not billions, of TARP dollars, that bank is very likely 
to budget how it will be put to work and can likely give at least a general indication of what the 
bank was able to do that it would not have but for that sizeable infusion. Treasury’s decision to 
reject this information just because the bank may not be able to trace the exact dollars ignores 
this common sense view. 

It also ignores the data that was collected in this audit. Many of the banks’ respon-ses revealed 
uses to which the banks put the TARP funds that can be readily tested. If a bank reports that it 
was able to repay a specific loan with TARP lunds that it would not have been able to repay but 
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for TARP ftjnds, that is a use that can be tested. If a bank reports that it took the TARP funds and 
purchased agency MBS, that, too can be verified. If a bank states that it put the TARP funds into 
its account at the Federal Reserve to save for future potential losses that too can be checked. 

In sum, the fact that there may be some limitations on the precision of the data that could be 
collected by requiring use of funds reporting does not mean that such reporting could not 
generate meaningfiil information, including meaningful information that will not be captured by 
Treasury’s lending snapshots. 
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Appendix A — Scope and Methodology 

SIGTARP perfonned this audit under the authority of Public Law 1 10-343, as amended, which 
also incorporates the duties and responsibilities of inspectors general under the Inspector General 
Act of 1978, as amended. This audit reports on the use of TARP funds by 360 institutions that 
participated in TARP’s Capita! Purchase Program. Our specific objective was to determine how 
TARP recipients have used the funds received. 

We conducted this audit from February to June 2009 in accordance with generally accepted 
government auditing standards. Those standards require that we plan and perform the audit to 
obtain sufficient and appropriate evidence to provide a reasonable basis for our findings and 
conclusions based on our audit objectives. Within the limitations noted below, we believe that 
the evidence obtained provides a reasonable basis for our findings and conclusions based on our 
audit objectives. We contracted with Concentrance Consulting Group, Inc. (Concentrance) to 
help us review and analyze the responses we received. We interacted and worked with the 
Concentrance team at least weekly from April through June 2009 to help develop the analysis 
and produce the report. 

We developed a narrative survey letter that provided for open-ended responses to elicit in-depth 
information. We chose this approach because the institutions are so wide in diversity in terms of 
asset size, institution type, and institution-specific economic factors. Regarding the use of funds, 
we asked each recipient to provide a narrative response that outlined: 

• whether they segregated TARP fimds from other institutional funds 

• their actual use of TARP funds to date 

• their expected future use of unspent TARP funds 

We also asked recipients to consider their anticipated use of TARP funds when they applied for 
such funds, as well as any actions they have taken that they could not have taken without the 
infusion of TARP funds. Furthermore, we encouraged recipients to make reference to any 
statements to the media, shareholders, or others concerning their intended or actual use of TARP 
funds, as well as any internal email, budgets, or memoranda describing anticipated use of funds. 
Additionally, we asked recipients to segregate and preserve all documents referencing the use or 
anticipated use of TARP funds-such as any internal email, budgets, or memoranda regarding 
anticipated or actual use of TARP funds-and to provide copies of pertinent supporting 
documentation (financial or otherwise) to support their response. We also asked each institution 
to sign a statement attesting to the accuracy of the data. To determine the extent to which firms 
segregated and tracked TARP funds, we analyzed the survey responses to determine the extent to 
which the respondents reported that they segregated the TARP funds from other bank capital and 
established a process for tracking specific uses of funds. 

To determine how recipients reported their use or plans to use TARP funds, we identified a 
number of conunon response categories and analyzed the various actions associated with the use 
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of TARP funds, including general activities (such as genial lending) and associated 
subcategories (such as residential lending and small business lending). Similarly, we identified 
investment categories, such as agency MBS, agency debt, and corporate debt. We took a number 
of steps to ensure the consistency of our analysis. We developed a checklist for analysts to 
review each survey response. If an analyst had questions related to a survey response, another 
analyst reviewed the response; then they discussed these cases collectively until they reached 
consensus agreement in interpreting the response relative to other responses. In addition, a 
quality control team that was not involved in the analytical process reviewed all of the data 
entries. 

Limitations on Data 

SlGTARP’s review and analysis was confined to the survey responses and supporting 
documentation, as provided, reported, and certified by the TARP recipients. These data are not 
sufficient for statistical inferences. They should be interpreted only as directional insights, not as 
definitive characterizations of the TARP recipients’ use of funds. The survey did not encompass 
or inquire about funds received from other government or non-government sources and the 
extent to which such funding influenced the use of TARP funding. 
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Appendix B — How Banks Use Capital 


Capital is an essential component of a bank’s financial capacity to sustain itself, grow, and serve 
its customers. ' ' Regulators and market participants recognize the critical role that capital plays 
in supporting confidence in the health of banks and of the financial system. Capital generally 
provides at least three broad benefits: 

• enabling the banks to absorb current and future losses while further protecting the 
interests of the bank’s creditors 

• strengthening the bank’s capacity and willingness to lend 

• providing added liquidity by injecting cash into the firm, thereby making funds available 
to address a variety of corporate funding needs, such as repayment of maturing debt 

Federal banking regulators have established minimum capital adequacy ratios to ensure that 
banks can absorb a reasonable level of losses before becoming insolvent. ’■* Therefore, 
maintaining acceptable capital ratios protects depositors and other senior creditors while 
enhancing the stability and efficiency of the U.S. financial system, especially during recessionary 
times. 

Federal banking regulators have traditionally focused upon “Tier 1” capital. Tier 1 capital 
includes common stock, disclosed retained earnings, and qualifying perpetual preferred stock. 
Additionally, Treasury and the banking regulators determined that qualifying U.S.-controlled 
banks, savings associations, and certain savings and loan holding companies that issued senior 
preferred stock to the Treasuiy under the CPP could include such capital instruments in meeting 
their Tier 1 capital requirements. Banks must consider a number of key factors in prudently 
allocating Tier 1 capital. When considering deploying excess capital above the minimum 
regulatory capital adequacy levels, a bank must balance two critical factors: 

1 . Prior to issuing any dividend distributions or stock repurchases, tlie bank needs to 
maintain a capital cushion that can absorb unanticipated lo.sses and protect against the 
risk of insolvency. 

2. The bank needs to leverage the excess capital to provide more lending and investing, 
potentially generating more income. 

With respect to lending and investing, capital can have a multiplier effect; one dollar in capital 
can generate multiple dollars in loans and investments. It can seed lending and investments by 
combining with and leveraging other sources of funds, such as relatively inexpensive bank 


” A bank’s capital is also referred to as equity. 

Treasury, White Paper, “The Capital Assistance Program and its Rofe in the Financial Stability Plan’’ 

’’ The federal banking regulators are the Office of the Comptroller of the Currency, the Office of Thrift Supervision, 
the Federal Reserve Board, and the Federal Deposit Insurance Corporation. 

Capital adequacy ratios are a quantification of the amount of a bank's capital presented as a percentage of its risk- 
weighted credit exposures and are key measures of a bank’s financial strength. 

Treasury Announces TARP Capital Purchase Program Description, October 14, 2008- HP-1207. 
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deposits. One added dollar of Tier 1 capital might generate the potential for the bank to then 
issue an additional $10 in loans. That is because based on regulatory rules, a healthy bank that 
receives $1 million in TARP funds can then borrow up to $10 million to make new loans to 
consumers or businesses and still be deemed to be adequately capitalized, as long as the regulator 
finds that overall capital is sufficient and that the bank is able to absorb losses such as loan 
defaults. The bank could also leverage capital by using new capital to buy deposits from other 
banks further increasing their ability to issue new loans. 

The CPP funds were a primary source of new Tier 1 capital available to financial institutions 
when credit losses were rapidly eroding the existing capital of many firms and the ability to raise 
private capital was severely constrained. Given the nationwide decline in real estate values, 
many banks faced losing the stream of income they had enjoyed from homeowner payments on 
mortgages. Moreover, as they foreclosed on properties, they found that resale value of the 
properties was often dramatically lower than the amount of the loan. Similarly, the market for the 
mortgage-related securities had also declined, and many of the securities the banks held could no 
longer be sold in the open market for more than a fraction of what the bank had paid for them. 

The injection of new funding can strengthen the capital base of the recipient banks and provide 
for added liquidity. Generally, a bank has sufficient liquidity if it can easily meet its needs for 
funds by having readily available cash, loans, and securities that can be easily sold, or if it has 
the ability to otherwise raise or borrow funds. Prior to the current recession, banks generally 
were able to raise cash easily by borrowing and selling a wide array of assets without 
government support. Banks used short-term and long-term secured (collateralized) loans and 
unsecured debt funding, as well as securitization,’’ to generate and maintain liquidity, and thus 
had more funds available for lending. 

Securitization entails packaging loans into asset-backed securities, and the sale of these securities 
provided a source of fitnds to banks. In the past, the ability to sell these loans as securities freed 
up capital and funds for more lending. The failure of securitized assets, which include consumer 
and business loans, has played a prominent role in the current credit crisis. The weakness in tlie 
securitized asset market substantially can be traced back to the individual subprime borrowers 
whose loans had been securitized. As the subprime borrowers began to miss their monthly loan 
payments, the value of the securities backed by the borrowers’ loans began to lose value. 
Throughout 2008, investors were losing confidence in these securities and therefore stopped 
buying them. Many banks were dependent on the cash they received from selling their loans to 
securities issuers or investors; when this market essentially disappeared, they were unable to 
generate enough money to continue making new loans. '* 

Consequently, the onset of the current credit contraction was also accompanied by a general 
weakening of balance sheets of U.S. banks. A balance sheet provides a summary of a firm’s 
financial position reflecting its assets, liabilities, and equity at a specific date. A number of key 
factors contributed to balance sheet weaknesses, including 


SIGTARP, ‘‘Quarterly Report to Congress,” 4/2 i/2009. 

The process by which new securities are created by combining or bundling other financial a.s.sets together, 
including loans, and selling the resulting financial instrument, usually in pieces, to investors. 

SIGTARP, ‘‘Quarterly Report to Congress,” 4/2 1/2009. 
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• the erosion of capita! levels because of losses 

• the inability of banks to sell many of the s«2urities they held in the open market for more 
than a fraction of what they had paid 

Accordingly, these securities remained on the balance sheets as investments, thereby tying up 
precious capital and liquidity. 

Under normal market conditions, bank capital fiiels lending, and strong earnings give the firm 
the opportunity to distribute dividends and repurchase shares. Dividend distribution and share 
repurchases return capital to shareholders. However, the current recessionary environment, 
future macroeconomic uncertainties, and continued credit losses made the distribution of capital 
to shareholders and allocation to lending activities more challenging. To conserve capital, banks 
may curtail dividends distribution to their common shareholders and slop repurchasing their 
common shares. Additionally, firms were likely to reduce lending and investments. 


SIGTARP, “Quarterly Report to Congress,” 4/2 1/2009. 
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Appendix C — Survey Letter 


( )i 1 if ,i; or THU Special Inspector CIexur vi. 
I'Roi Bi .ED Asset Relief 1>rogr.\m 

IS'.M PcniuyK'iUlJii Aw., NW*;'.. Suirc 1064 
D.''l 2hZy< 


Fcbnian- 5. 2009 


(Addressee) 

Tlie Emergency Economic Stabilization Act of 2W)8 ("EES A") that established the Troubled 
Asset Relief Frogiani (lARP) also created the OJTice of the Special Inspector General Troubled 
As.set Relief Program (SKiTARP). SKiT.ARF is responsible for coordinating ajid conducting 
audits and iin'c.sligations of 3n>‘ prograitt established by the Secretary of the Treasury under the 
act. As part of an audit into TARP recipients* use of funds and their compliance with HKSA's 
executive compensation requirements. 

I am requesting that you provide my ofllce. within 30 days of this request, the following 
Information; 


(1) A namitive response specifically outlining (a) your anticipated use of T.ARP 
funds; (b) whether tite TARP fimds were segregated front other institutional 
ftmds; (c) your actual use of T.ARP fimd.s to date; and (d) your e.vtpected use of 
unspent T.ARP fuitd.s. In your respon.se. please take into consideration your 
anticipated use of TARP funds at the time that you applied for such funds, or 
any actions that you have taken that \ ou would not have been able to take 
absent the itil'usion of T.ARP funds. 

(2) A’oiir specific plans, and the status of impicmenlalion of those plans, for 
addressing executive compensation requirements associated with the funding. 
Infonnalion prov ided regarding executive comiwnsation should also include 
any assessments made of loan risks and their relatiojiship to e.xecutivc 
compensation; how limilations on e.xecutive compensation will be 
implemented in line with IXrpartmcnl of Treasury guidelines; and whether any 
such limitations may he oflset by other changes to tvther. longer-tonn or 
deferred fonns of executive compensation. 
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F^ruary 5 , 2009 
Page 2 


In connecticm with this request: 

(1) We anticipate that responses migltt wdl be quantitative as well as qualitative 
in nature regarding the impact of having the funds, and we encourage you to 
make rdference to such soirees as slatonents to the media, shareholder, ca- 
c^ers concerning ycair int^ded or actual use of TARP funds, as well as any 
internal email, budgets, or m«noranda d^cribing your artticipated use of 
fijnds. We ask that yoi segregate and presCTve all documents ref^encing 
your use or anticipated use of TARP funds such as any internal email, 
budgets, or memc«anda r^arding your anticipated or actual use of TARP 
funds. 

(2) Your response should include copies of pertinent suppesting documentation 
(financial or otherwise) to support your response. 

(3) Further, I request that, your response be signed by a duly authorized senior 
executive officer of yair ccanpany, including a statement certifying the 
accuracy d all statements, representations, and supporting information 
provided, subject to the requirements and penalties set festh in Title 18, 
United States Code, Section 1001. 

(4) Responses should be provided electronically within 30 days to SIGTARP at 
SIGTARP.resDonse@do.treas.gQV with an original signed certification and 
ai^ other supporting documentation mailed to: Special Inspector General - 
TARP, 1500 P«Tnsytvania Avenue, NW; Suite 1064; Washington, D.C, 
20220. 

We think this initiative is vital to providing transparency of thcTARP program, and to the ability 
of SIGTARP and others to assess the effectiveness of TARP pregrams over time. If you have 
any questions regarding this initiativ e, please feel fr ee to ccntact Mr. Barry W. Holman, my 
Dqiuty Inspected' General for Audit at 

Very truly yours. 


Neil M. Barofsl^y 
Special Inspectw General 


OMB Control No. 1505-0212 
(Expires August 2009) 

An agency is not atlhorizedto conduct, and persons are not required to respond to, an infonnatiem collection revest 
unless it displays a valid ccsitrol number. Re^onse is mandatory for dl selected participants in die TARP pixigram. 
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Appendix D — CPP Survey Recipients 


Table 5 provides information on the 360 CPP recipients tiiat responded to the survey. 

Table 5: CPP Recipient Respondents, Funds Received and Date 


institution Name 

Funding {millions) 

TARP Agreement Date 

1st Constitution Bancoip 

S12.00 

12/23/2008 

1st FS Corporation/ Mountain 1st Bank & Trust 

$16.00 

11/14/2008 

Alliance Financial Corporation^ 

$27.00 

12/19/2008 

American Express Company^’ 

$3,389.00 

1/9/2009 

American State Baneshares 

$6.00 

1/9/2009 

Ameris Bancorp/ Ameris Bank 

$52.00 

11/21/2008 

AmeriServ Financial, Inc 

$21.00 

12/19/2008 

Assodated Banc-Corp 

$525.00 

11/21/2008 

Bancorp Rhode Island, lnc./Bank Rhode Island 

$30.00 

12/19/2008 

BancTnjst Financial Group, lnc-/Bank Trust 

$50.00 

12/19/2008 

Bank of America*^ 

$25,000,00 

10/28/2008 

Bank of Commerce 

$3.00 

1/16/2009 

Bank of Commerce Holdings 

$17.00 

11/14/2008 

Bank of Marin Bancorp” 

$28.00 

12/5/2008 

Bank of New York Mellon Corp” 

$3,000.00 

10/28/2008 

BNC Bancorp/Bank of North Carolina 

$31.00 

12/5/2008 

BankoftheOzarks. Inc. 

$75.00 

12/12/2008 

Banner Co^oration/Banner Bank 

$124.00 

11/21/2008 

Bar Harbor Bankshares/Bar Harbor Bank & Trust 

$19.00 

1/16/2003 

BB&T Corp.” 

$3,134.00 

11/14/2008 

BCSB Bancorp, Inc. 

$11.00 

12/23/2008 

Berkshire Hills Bancorp. Inc.” 

$40.00 

12/19/2008 

Blue Valley Ban Corp 

$22.00 

12/5/2008 

BNCCORP. Inc. 

$20.00 

1/16/2009 

Boston Private Financial Holdings Inc. 

$154.00 

11/21/2008 

Bridge Capital Holdings 

$24.00 

12/23/2008 

Bridgeview Bancorp. Inc,/ Bridgeview Bank Group 

$38.00 

12/19/2008 

Broadway Finandal Corporation/ Broadway Federal Bank 

$9.00 

11/14/2008 

C&F Finandal Cotporation 

$20,00 

1/9/2009 

Cache Valley Banking Company 

$5,00 

12/23/2008 


Repaid Treasury on Mayl3, 2009. 

Repaid Treasury on June 17, 2009. 

" Bank of America received $15 billion on October 28, 2008, and $10 billion on January 9, 2009. 
Repaid Treasury on March 31, 2009. 

Repaid Treasury on June 17, 2009. 

Repaid Treasury on June 17, 2009. 

Repaid Treasury on May 27, 2009. 

Note: Funding numbers provided reflect some rounding. 
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institution Name 

Funding (millions) 

TARP Agreement Date 

Cadence Finandal Corporation 

$44.00 

1/9/2009 

Capita! Bancorp, Inc. 

$5.00 

12/23/2008 

Capital Bank 

$41.00 

12/12/2008 

Capital One Financial Corporation^’ 

$3,655-00 

11/14/2008 

Capitol Pacific Bancorp 

S4.00 

12/23/2008 

Carolina Bank Holdings, Inc. 

$16.00 

1/9/2009 

Carver BatTcorp, Inc. 

$19.00 

1/16/2009 

Cascade Financial Corporation 

$39.00 

11/21/2008 

Cathay General Bancorp/ Cathay Bank 

$258.00 

12/5/2008 

Cecil Bancorp, inc. 

$12,00 

12/23/2008 

Center Bancorp, Inc, 

$10.00 

1/9/2009 

Center Financial Corporation/Center Bank 

$55.00 

12/12/2008 

Centerslate Banks of Florida Inc. 

$28.00 

11/21/2008 

Centi^ Finandal Holdings, lnc./Centra Bank, lnc.“ 

$15.00 

1/16/2009 

Central Bancorp. Inc./Centrai Co-operative Bank 

$10.00 

12/5/2008 

Central Federal Corporation 

$7.00 

12/5/2008 

Central Jersey Bancorp 

$11.00 

12/23/2008 

Central Padfic Financial Cotp. 

$135.00 

1/9/2009 

Centrue Finandal Corporation 

$33.00 

1/9/2009 

CIT Group Inc. 

$2,330.00 

12/31/2008 

Citigroup Inc./Citibank Naticwial Assodation 

$25,000,00 

10/28/2008 

Citizens & Nortoern Corporation 

$26.00 

1/16/2009 

Citizens Bancorp 

$10.00 

12/23/2008 

Citizens Community Bank 

$3.00 

12/23/2008 

Citizens Firet Cc^ration 

$9.00 

12/19/2008 

Citizens Republic Bancorp, Inc. 

$300.00 

12/12/2008 

Citizens South Bank 

$21.00 

12/12/2008 

City National Corporation 

$400.00 

11/21/2008 

Coastol Banking Company, Inc. 

$10.00 

12/5/2008 

CoBiz Finandal Inc. 

$64.00 

12/19/2008 

Codorus Valley Bancorp, Inc. 

$17.00 

1/9/2009 

Colony Bankoorp, Inc./Colony Bank 

$28,00 

1/9/2009 

Columbia Banking System Inc. 

$77,00 

11/21/2X8 

Comerica inc. 

$2,250.00 

11/14/2008 

Commerce National Bank 

$5,00 

1/9/2009 

Community 1st Bank 

$3.00 

1/16/2009 

Community Bank of the Bay 

$2,00 

1/16/2009 

Community Bankers Trust Corporation 

$18.00 

12/19/2008 

Community Finandal Corporation/Community Bank 

$12.64 

12/19/2008 

Community Investors Bancorp, Inc, 

$3.00 

12/23/2008 

Community Trust Financial Corporation 

$24.00 

1/9/2009 

Community West Bancshares 

$16.00 

12/19/2008 

Congaree Bancshares. Inc. 

$3.00 

1/9/2009 


Repaid Treasury on June 17, 2009. 
Repaid Treasury on March 31, 2009. 
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Institution Name 

Funding (millions) 

TARP Agreement Date 

Crescent Financial Corporation 

$25.00 

1/9/2009 

Crossroads Bank (FFW Corporation) 

$7.29 

12/19/2008 

CVB Financial Corp 

$130.00 

12/5/2008 

Did^inson Financial Corporation !i 

$146.00 

1/16/2009 

Eagie Bancorp. Inc, 

$38.00 

12/5/2008 

East West Bancorp 

$307.00 

12/5/2008 

Eastern Virginia Bankshares. inc. 

$24.00 

1/9/2009 

ECB Bancorp, Inc./East Carolina Bank 

$18.00 

1/16/20Q9 

Emclaire Financial Corp./The Farmers National Bank of 
Emienton 

$8.00 

12/23/2008 

Encore Bancshares Inc. 

$34.00 

12/5/2008 

Enterprise Financial Services Corp.l Enterprise Bank & Trust 

$35.00 

12/19/2008 

Exchange Bank 

$43.00 

12/19/2008 

F.N.B. Corporation 

$100.00 

1/9/2009 

Farmers Capital Bank Corporation 

$30.00 

1/9/2009 

FCB Bancorp, inc. 

$9.00 

12/19/2008 

Fidelity Bancorp, Inc. 

$7.00 

12/12/2008 

Fidelity Financial Corporation 

$36.00 

12/19/2008 

Fidelity Southern Corporation 

$48,00 

12/19/2008 

Fifth Third Bancoip 

$3,408.00 

12/31/2008 

Finandal Institutions, Inc, 

$38.00 

12/23/2008 

First Bancorp. North Carolina 

$65.00 

1/9/2009 

Firet BanCorp, Puerto Rico 

$400.00 

1/16/2000 

First Bankers Trustshares, inc. 

$10.00 

1/16/2009 

First Banks, inc. 

$295.00 

12/31/2008 

First California Financiai Group, Inc 

$25.00 

12/19/2008 

First Community Bancshares Inc. 

$42.00 

11/21/2008 

First Community Bank Coiporation 

$11.00 

12/23/2008 

First Community CorporaCon 

$11.00 

11/21/2008 

First Defiance Financial Corp. 

$37.00 

12/5/2008 

First Financial Bancorp 

$80.00 

12/23/2008 

First Financial Holdings Inc. 

$65-00 

12/5/2008 

First Financial Service Corporadon 

$20.00 

1/9/2009 

First Horizon National Corporation 

$867,00 

11/14/2008 

First Litchfield Financial Corporation 

$10,00 

12/12/2008 

First Manitowoc Bancorp, Inc,*® 

$12.00 

1/16/2009 

First Midwest Bancorp, Inc. 

$193.00 

12/5/2008 

First Niagara Financial Group* 

$184.00 

11/21/2008 

First PacTrust Bancxirp, Inc. 

$19.00 

11/21/2008 

First Security Group. Inc. 

$33.00 

1/9/2009 

First Sound Bank 

$7.00 

12/23/2008 

Firstmerit Corporation®’ 

$125.00 

1/9/2009 


Repaid Treasury on May 27, 2009. 
Repaid Treasury on May 27, 2009. 
Repaid Treasury on April 22, 2009. 
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Institution Name 

Funding {militons} 

TARP Agreement Date 

Flushing Financial Coiporation 

$70,00 

12/19/2008 

FPB Bantxirp, Inc. 

$6.00 

12/5/2008 

Fulton Financial Corporation 

$377.00 

12/23/2008 

Goldman Sachs & Co.“ 

$10,000.00 

10/28/2008 

GrandSouth Bancoiporation 

$9.00 

1/9/2009 

Great Southern Bancorp/ Great Southern Bank 

$58.00 

12/5/2008 

Green Bankshares, Inc. 

$72.00 

12/23/2008 

Hampton Roads Bankshares, Inc. 

$80.00 

12/31/2008 

Hawthorn Bancshares, Inc. 

$30.00 

12/19/2008 

Heartland Financial USA, Inc. 

$82.00 

12/19/2008 

Heritage Commerce Coip. 

$40,00 

11/21/2008 

Heritage Financial Corporation 

$24.00 

11/21/2008 

HF Finandai Corp” 

$25.00 

11/21/2008 

HMN Financial, Inc. 

$26.00 

12/23/2008 

Home Bancshares, Inc. 

$50.00 

1/16/2009 

HopFed Bancorp 

$18.00 

12/12/2008 

Horizon Bancoip 

$26.00 

12/19/2008 

Huntington Bancshares 

$1,398.00 

11/14/2008 

Iberiabank Corporation®* 

$90.00 

12/5/2008 

Idaho Bancorp 

$7.00 

1/16/2009 

Independence Bank 

$1.00 

1/9/2009 

Independent Bank Corp.“ 

$78.00 

1/9/2008 

Independent Bank Corporation 

$72.00 

12/12/2008 

Indiana Community Bana>rp 

$22.00 

12/12/2008 

Intermountain Community Bancorp/Panhandle State Bank 

$27,00 

12/19/2008 

Internationa! Bancshares Corporation/ international Bank of 
Commerce 

$216,00 

12/23/2008 

Intervest Bancshares Corporation 

$25.00 

12/23/2008 

JP Mwgan Chase & Co." 

$25,000.00 

10/28/2006 

KeyCorp/Keybank National Association 

$2,500.00 

11/14/2008 

LCNB Corp. 

$13.00 

1/9/2009 

Leader Bancorp, lnc./Leader Bank, National Assodation 

$6.00 

12/23/2008 

LNB Bancorp Inc. 

$25.00 

12/12/2008 

LSB Corporation 

$15.00 

12/12/2008 

M&T Bank Corporation 

$600.00 

12/23/2008 

Magna Bank 

$14.00 

12/23/2008 

MainSource Financial Group, Inc, 

$57.00 

1/16/2009 

Manhattan Bancorp 

$2.00 

12/5/2008 

Marquette National Corporation 

$36.00 

12/19/2008 

Marshall & lisley Corporation 

$1,715.00 

11/14/2008 


Repaid Treasury on June 17, 2009. 
Repaid Treasury on June 3, 2009. 
Repaid Treasury on March 3 1 , 2009. 
Repaid Treasuiy on April 22, 2009. 
Repaid Treasury on June 17, 2009. 
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Institution Name 

Funding (miiiions) 

TARP Agreement Date 

MB Financial Inc, 

$1^.00 

12/5/2008 

MetroCoip Baneshares, inc. 

$45,00 

1/16/2009 

Mid Penn Bancorp, Inc. 

S10.00 

12/19/2008 

MidSouth Bancorp, inc. 

$20,00 

1/9/2009 

Midwest Banc Holdings, inc. 

$85.00 

12/5/2008 

Mission Community Bancoip/Mission Community Bank 

$5.00 

1/9/2009 

Mission Valley Bancorp/ Mission Valley Bank 

$6.00 

12/23/2008 

Monadnock Bancorp, inc. 

$2,00 

12/19/2008 

Monarch Financial Holdings, Inc. 

$15.00 

12/19/2008 

Morgan Stanley 

$10,000,00 

10/28/2008 

Morrill Baneshares, Inc, 

$13,00 

1/16/2009 

MutualFirst Financial, Inc. 

$32.00 

12/23/2008 

Nara Bancorp, Inc. 

$67.00 

11/21/2008 

National Penn Baneshares, Inc. 

$150.00 

12/12/2008 

NCAL Bancorp 

$10.00 

12/19/2008 

New Hampshire Thrift Baneshares. Inc. 

$10.00 

1/16/2009 

New York Private Bank & Trust Corp. 1 Emigrant Bank 

$267.00 

1/9/2009 

NewBridge Bancorp/New Brid^ Bank 

$52.00 

12/12/2008 

Nicoiet Bankshares, Inc./Nicoiet National Bank 

$15.00 

12/23/2008 

North Centra! Baneshares, inc. 

$10.00 

1/9/2009 

Northeast Bancorp 

$4.00 

12/12/2008 

Northern Trust CorporaUon^ 

$1,576.00 

11/14/2008 

Oak Valley Bancorp 

$14.00 

12/5/2008 

OceanFirst Financial Corporation 

$38.00 

1/16/2009 

Old Line Baneshares. Inc. 

$7.00 

12/5/2008 


$100.00 

12/12/2008 

Old Second Bancorp. Inc. 

$73.00 

1/16/2009 

One United Bank 

$12.00 

12/19/2008 

PadAc Capital Bancorp 

$181.00 

11/21/2008 

Pacific City Finandai CorporaUon/ Padfic City Bank 

$16.00 

12/19/2008 

Pacific Coast Bankers' Baneshares 

$12.00 

12/23/2008 

Padfic Coast National Bancorp 

$4.00 

1/16/2009 

Pacific Commerce Bank 

$4 00 

12/23/2008 

Padfic International Bancorp 

$7.00 

12/12/2008 

Park National Corporation 

$100.00 

12/23/2008 

Paritvale Finandai Corporafion 

$32.00 

12/23/2008 

Patapsco Bancorp, Inc. 

$6.00 

12/19/2008 

PaWot Baneshares. !nc./ Pa&'iot Bank 

$26.00 

12/19/2008 

Peapack-Gladstone Finandai Corporation 

$29.00 

1/9/2009 

Peoples Bancorp of North Carolina, inc. 

$25.00 

12/23/2008 

Pinnacle Financial Partners, Inc. 

$95,00 

12/12/2008 

Plains Capital Corporation 

$88.00 

12/19/2008 


Repaid Treasury on June 17, 2009. 

•'* Repaid Treasury on June 1 7, 2009. 
Repaid Treasury on March 31, 2009. 
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institution Name 

Funding {millions) 

TARP Agreement Date 

PNC Financial Services Group Inc. 

$7,579-00 

12/31/2008 

Popular, Inc. 

$935.00 

12/5/2008 

Porter Banaarp, Inc.(PBi) Louisville, KY 

$35.00 

11/21/2008 

Provident Banshares Cotp, 

$152.00 

11/14/2008 

Puget Sound Bank 

$5.00 

1/16/2009 

Pulaski Financial Corp 

$33.00 

1/16/2009 

Queensbofough Company, The 

$12.00 

1/9/2009 

Redwood Capital Bancorp 

$4.00 

1/16/2009 

Redwood Financial, Inc. 

$3.00 

1/9/2009 

Regions Financial Corp./ Regions Bank 

$3,500.00 

11/14/2008 

Rising Sun Bancorp 

$6.00 

1/9/2009 

S&T Bancorp 

$109.00 

1/16/2009 

Saigon National Bank 

$2.00 

12/23/2008 

Sandy Spring Bancorp. Inc. 

$83.00 

12/5/2008 

Santa Lucia Bancorp 

$4.00 

12/19/2008 

SCBT Finandai Corporation^ 

$66.00 

1/16/2009 

Seacoast Banking Corporation of Florida/Searaast National 
Bank 

$50.00 

12/19/2008 

Seacoast Commerce Bank 

$2.00 

12/23/2008 

Security Business Bancorp/Security Budness Bank of San 
Diego 

$6.00 

1/9/2009 

Security California Bancorp/ Security Bank of California 

$7.00 

1/9/2009 

Security Federal Corporation 

$18.00 

12/19/2008 

Severn Bancorp, Inc. 

$23.00 

11/21/2008 


$25.00 

1/9/2009 

Signature Bank** 

$120.00 

12/12/2008 


$7.00 

1/16/2009 

Sound Banking Company 

$3.00 

1/9/2009 

Sou^ Financial Group, Inc./ Carolina First Bank 

$347.00 

12/5/2008 

Southern Bancorp, inc. 

$11.00 

1/16/2009 

Southern Community Financial Corp./ Southern Community 
Bank & Trust 

$43.00 

12/5/2008 

Southern Missouri Bancorp, Inc./ Southern Missouri Bank & 
Trust Co. 

$10.00 

12/5/2008 

Southwest Bancorp. Inc. 

$70.00 

12/5/2008 

State Bancorp, Inc./State Bank of Long island 

$37.00 

12/5/2008 

State Bank & Trust/State Bankshares, tnc. 

$50.00 

1/16/2009 

State Street ** 

$2,000.00 

10/28/2006 

SletlarOne Corporation 

$30.00 

12/19/2008 

Sterling Bancorp 

$42.00 

12/23/2008 

Sterling Bancshares, lnc./Sterling Bank‘d 

$125.00 

12/12/2008 


Repaid Treasury on May 20, 2009. 
Repaid Treasury on April 15, 2009. 
Repaid Treasury on March 31, 2009. 
Repaid Treasury on May 20, 2009. 
Repaid Treasury on June 17, 2009. 


0simi!i' 


29 








392 


institution Name 

Funding (millions) 

TARP Agreement Date 

sterling Financial Corporation/Sterling Savings Bank 

$303.00 

12/5/2008 

Summit State Bank 

$9,00 

12/19/2008 

Sun Bancorp, Inc'^ 

$89.00 

1/9/2009 

SunTrust Banks, Inc. 

$4,850.00 

12/31/2008 

Superior Bancorp Inc. 

$69.00 

12/5/2008 

Surrey Bancorp/Surrey Bank & Trust 

$2.00 

1/9/2009 

Susquehanna Bancshares, Inc 

$300.00 

12/12/2008 

SVB Financial Group 

$235.00 

12/12/2008 

Synovus Finandal Corp./ Columbus Bank & Trust Co. 

$968.00 

12/19/2008 

Syringa Bancorp 

$8.00 

1/16/2009 

Taylor Capital Group 

$105.00 

11/21/2008 

TCB Holding Company, Texas Community Bank 

$12.00 

1/16/2009 

TCF Financial Corporation*' 

$361.00 

11/14/2008 

TCNB Financial Corp/The Citcens National Bank of 
Southivestem Ohio 

$2.00 

12/23/2008 

Tennessee Commerce Bancorp, Inc,/ Tennessee Commerce 
Bank 

$30.00 

12/19/2008 

Tennessee Valley Financial Holdings, Inc, 

$3.00 

12/23/2008 

Texas Capital Bancshares, Inc.*® 

$75.00 

1/16/2009 

Texas National Bancorporation 

$4.00 

1/9/2009 

The Bancorp, Inc./The Bancorp Bank 

$45,00 

12/12/2008 

The Baraboo Bancorporation 

$21.00 

1/16/2009 

The Connectioit Bank and Trust Company 

$5.00 

12/19/2008 

The Elmira Savings Bank, FSB 

$9.00 

12/19/2008 

The First Bancorp. Inc. 

$25.00 

1/9/2009 

The Little Bank, Incorporated 

$8.00 

12/23/2008 

TIB Financial Corp/TIB Bank 

$37.00 

12/5/2008 

Tidelands Bancshares, Inc 

$14.00 

12/19/2008 

Timberiand Bancorp, Inc, 

$17.00 

12/23/2008 



12/12/2008 

Treaty Oak Bankcorp, tnc 

$3.27 

1/16/2009 

Tri-County Financial Corporation 

$16.00 

12/19/2008 

Trustmark Corporation 

$215,00 

11/21/2008 


$6,599,00 

11/14/2008 

UCBH Holdings. Inc, 

$299,00 

11/14/2008 

Umpqua Holdings Coqj. 

$214.00 

11/14/2008 

Union Bankshares Corporation 

$59.00 

12/19/2008 

United Bancorp, Inc. 

$21.00 

1/16/2009 

United BanoDrporaUon of Aabama, Inc. 

$10.00 

12/23/2008 

United Community Banks, Inc, 

$180.00 

12/5/2008 


Repaid Treasury on May 5, 2009. 
Repaid Treasury on April 8, 2009. 
Repaid Treasury on April 22, 2009. 
Repaid Treasury on May 13, 2009. 
Repaid Treasury on June 17, 2009, 


tsimiii'i"; 
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Institution Name 

United Financial Banking Companies, inc. 

Unity Bancorp, Inc./Unity Bank 
Uwrfiarrie Capital Gorp/Bank of Staniy 
Valley Community Bank 
Valley Financial Corporation 
Valley National Bancorp®" 

Virginia Commerce Bancorp 

VIST Financial Corp.A/IST Bank 

Wainwight Bank & Trust Company 

Washington Banking Company/ Whidbey Island Bank 


Washington Federal Inc./ Washington Federal Savings & 
Loan Association®^ 

Webster Finandal Corporation 
Wells Fargo Bank 
Wesbanco Bank Inc. 

West Bancorporation, Inc, 

Western Alliance Bancotporation/Bank of Nevada 
Western Community Bancshares, Inc. 

Western Illinois Bancshares Inc. 

Whitney Holding Corporation 
Wilmington Trust Corporation 
Wilshire Bancorp, Inc. 

Wintrust Financial Corporation 
Yadkin Valley Financial Corporation 
Zions Bancorporation 

1st Source Corporation 

AB&T Financial Corporation/^liance Bank & Trust Company 
Adbanc, inc 

Alation Financial Services, Inc. 

AMB Financial Corporation 
Anchor BanCorp Wisconsin, Inc. 

Annapolis Bancorp, Inc. 

Bankers' Bank of the West Bancorp, Inc. 

BankFirst Capital Corporation 

Beach Business Bank 
California Oaks State Bank 

Calvert Financial Corporation 

Calvresl Bancorp/South County Bank 
Central Bancshares, Inc 
Central Valley Community Bancorp 
Central Virginia Bankshares, Inc. 

Commonwealth Business Bank 
Community Partners Bancorp 


Repaid Treasury on June 3, 2009. 
Repaid Treasury on May 27, 2009. 
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Funding (millions) 

TARP Agreement Date 

$6.00 

1/16/2009 

$21.00 

12/5/2008 

$10.00 

12/23/2008 

$6.00 

1/9/2009 

$16.00 

12/12/2008 

$300.00 

11/14/2008 

$71.00 

12/12/2008 

$25.00 

12/19/2008 

$22.00 

12/19/2008 

$26.00 

1/16/2009 

$200.00 

11/14/2008 

$400.00 

11/21/2008 

$25,000.00 

10/28/2008 

$75.00 

12/5/2008 

$36.00 

12/31/2008 

$140.00 

11/21/2008 

$7.00 

12/23/2008 

$7.00 

12/23/2008 

$300.00 

12/19/2008 

$330.00 

12/12/2008 

$62.00 

12/12/2008 

$250.00 

12/19/2008 

$36.00 

1/16/2009 

$1,400.00 

n / 1 4/2008 

$111.00 

1/23/2009 

$4.00 

1/23/2009 

$12.70 

1/29/2009 

$7.00 

1/23/2009 

$3.67 

1/30/2009 

$110.00 

1/30/2009 

$81.50 

1/30/2009 

$12.64 

1/30/2009 

$16.00 

1/23/2009 

$6,00 

1/30/2009 


1/23/2009 

$1.00 

1/23/2009 

$5.00 

1/23/2009 

$5.80 

1/30/2009 


1/30/2009 


1/30/2009 


1/23/2009 

$9.00 

1/30/2009 
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institution Name 

Funding (mitiions) 

TARP Agreement Date 

Country Bank Shares. inc./Farmers&Merchanls Bank 

$7.53 

1/30/2009 

Crosstown Holding Company/21st Century Bank 

$11.00 

1/23/2009 

DNB Financial Corporation 

$11,75 

1/30/2009 

Equity Bancshares 

$8.75 

1/30/2009 

Farmer’s and Merchants/F & M Bancshares, Inc. 

$4,61 

1/30/2009 

Farmers Bank 

$9.00 

1/23/2009 

First Citizens Banc Corp 

$23.00 

1/23/2009 

First Resource Bank 

$2,60 

1/30/2009 

First Southern Bancorp, Inc, 

$10.90 

1/30/2Q09 

First ULB Corp.“ 

$5.00 

1/23/2009 

First United Corporation 

$30.00 

1/30/2009 

Firstbartk Corporation 

$33.00 

1/30/2009 

Fiagstar Bancorp, inc. 

$266,66 

1/30/2009 

FPB Financial Corp 

$3.00 

1/23/2009 

Fresno First Bank 

$2,00 

1/23/2009 

Goidwater Bank, NA 

$2.57 

1/30/2009 

Greer Bancshares Incorporated 

$9.99 

1/30/2009 

Guaranty Federal Bancshares, Inc. 

$17,00 

1/30/2009 

HillTop Community Bancorp, Inc. 

$4.00 

1/30/2009 

Katahdin Bankshares Corp, 

$10.45 

1/30/2009 

Legacy Bancorp, Inc. 

$5.50 

1/30/2009 

Liberty Bancshares, inc. 

$58.00 

1/23/2009 

Metro City Bank 

$7.70 

1/30/2009 

Middiebuig Financial Corporation 

$22.00 

1/30/2009 

Midland States Bancorp, Inc. 

$10.00 

1/23/2009 

Monument Bank 

$4.73 

1/30/2009 

Moscow Bancshares. Inc. 

$6 00 

1/23/2009 

Northway Financial, Inc. 

$10.00 

1/30/2009 

Oak Ridge Financial Services, Inc. 

$7.70 

1/30/2009 

0)ai Community Bank 

$2,08 

1/30/2009 

Parke Bancorp, Inc. 

$16.29 

1/30/2009 

The Private Bank of The Peninsuia/Peninsuia Bank Holding 
Co. 

$6.00 

1/30/2009 

Peoples Bancoip, Inc. 

$39.00 

1/30/2009 

Pierce County Bancorp 

$7.00 

1/23/2009 

Plumas Bancorp 

$11.95 

1/30/2009 

Princeton National Bancorp, Inc. 

$25.00 

1/23/2009 

Piivate Bancorp, inc. 

$243.82 

1/30/2009 

Metropolitan National Bank/Rogers Bancshares 

$25,00 

1/30/2009 

Seaside National Bank & Trust 

$6.00 

1/23/2009 

Southern Illinois Bancorp, Inc. 

$5.00 

1/23/2009 

Stewardship Finanda! Corporation 

$10,00 

1/30/2009 

Stone Bridge Financial Corp 

$11,00 

1/23/2009 

The Freeport State Bank®^ 

SO. 30 

2/6/2009 


Repaid Treasury on April 22, 2009. 
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Institution Name 

Funding {mitilons) 

TARP Agreement Date 

UBT Bancshares, Inc. 

$S-95 

1/30/2009 

Valley Business Bank {Valley Commerce Bancorp) 

$7,70 

1/30/2009 

W. T. B- Finandal CorpAVashington Trust Bank 

$110.00 

1/30/2009 

Washington First Bank 

$6.63 

1/30/2009 

WSFS Financial Corporation 

$53.00 

1/23/2009 


TI>e Freeport State Bank was included in our survey, however, their closing date on the TARP funds was delayed 
until February 6, 2009. 
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Appendix E — Reported Actual Uses by Month of 
Disbursement, Asset Size, and Amount of 
Funding 


Table 6 shows the number of banks that reported actual uses of CPP funds for each major 
category of use, segmented by the month when funds were disbursed. 


Table 6: Actual Uses of CPP Funds by Disbursement Month 


Month Funds Disbursed 

OCT 

NOV 

DEC 

JAN“ 

TOTAL 

Number of Banks 

8 

43 

162 

147 

360 

Banks Reporting Uses for: 






Lending 

8 

38 

145 

109 

300 

Investment 

5 

20 

54 

31 

110 

Debt Repayment 

0 

8 

21 

23 

52 

Acquisition 

0 

5 

7 

3 

15 

Capital Cushion or Other Reserves 

1 

17 

69 

69 

156 


Source: SIGTARP analysis of survey responses. 

Note: Some percentages may have been rounded beyond 0.5 percentage points in order to add up to 100 percent. 


Table 7 shows the number of banks that reported actual uses of CPP funds for each major 
category of use, segmented by the asset size of the recipient. 


Table 7: Actual Uses of CPP Funds by Asset Size 


Asset Size 

>$100B 

$100B 

•10B 

S10B- 

$1B 

$1B- 

100M 

<$100M 

TOTAL 

Number of Banks 

14 

37 

131 

110 

68 

360 

Banks Reportlncj Uses for. 







Lending 

14 

32 

113 

87 

54 

300 

Investment 

10 

17 

40 

31 

12 

110 

Debt Payoff 

0 

5 

26 

10 

11 

52 

Acquisition 

3 

2 

8 

1 

1 

15 

Capital Cushion or Other Reserves 

2 

19 

55 

48 

32 

156 


Source: SIGTARP analysis of survey responses. 

Note; Some percentages may have been rounded more than 0.5 percentage points in order to add up to 100 percent. 


^ One bank that was included in our survey was delayed in closing on its TARP funds until February 6, 2009. 
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Table 8 shows the number of banks that reported actual uses of CPP funds for each major 
category of use, segmented by the amount of funds received. 


Table 8; Actual Uses of CPP Funds by Amount of Funds Received 


Amount of TARP Funds Received 

>$10B 


$100M-1B 

<$100M 

TOTAL 

Number of Banks 

6 

17 

54 

283 

360 

Banks Reportmq Uses for: 






Lending 

6 

16 

46 

232 

300 

investment 

3 

10 

24 

73 

110 

Debt Repayment 

0 

2 

7 

43 

52 

Acquisition 

0 

5 

1 

9 

15 

Capital Cushion or Odier Reserves 

1 

6 

25 

125 

156 


Source: SIGTARP analysis of survey responses. 

Note: Some percentages may have been rounded beyond 0.5 percentage points in order to add up to 100 percent. 
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Appendix F — Broad Impact of Receiving TARP 
Funds 


To illustrate the broad impact of receiving TARP funds, Table 9 shows the reported actions that 
recipients would not have been able to achieve without TARP funding, and actions that 
recipients were able to avoid due to TARP funding. The distribution of firms that addressed 
these actions (in regards to the date of funding, the amount of funding received, and asset size) 
was comparable to the distribution of all recipients. 


Table 9: Broad Impact of Receiving TARP Funds Summary 


Activity 

Number of 
institutions 

Percentage of 
Institutions®® 

Without TARP funds institutions would not have been able to: 



Grow Lending 

34 

21 

Enhance Lending Activity 

21 

13 

Improve Capital Position 

16 

10 

Conduct Loan Modifications 

8 

5 

Grow Deposits 

6 

4 

Purchase Investments 

6 

4 

Reduce Loan Terms 

4 

2 

Pay Debt 

3 

2 

Complete an Acquisition 

3 

2 

Because of TARP funds institutions were able to avoid: 



Reducing Lending 

46 

28 

Reducing their Loan Portfolio 

17 

10 

Shrinking their Balance Sheet 

14 

9 

Freezing Lending 

11 

7 

Failing Below Wei! Capitalized Level 

5 

3 

Job Reductions 

2 

1 

Exiting the Banking Business 

1 

1 


Source: SIGTARP analysis of survey responses. 

Note: Numbers and percentages do not total since respondents reported multiple uses of funds. 


55 


Percentages are based on 1 63 recipients that responded to this question. 
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Appendix G — Audit Team Members 


This report was prepared and the review was conducted under the direction of Barry W. Holman, 
Audit Director, Office of the Special Inspector General for the Troubled Asset Relief Program. 
Other key SIGTARP staff included Michael Kennedy, James Shafer, Anne Blank, Trevor 
Rudolph, and Kamruz Zaman. The Concentrance staff members who supported SIGTARP in the 
audit and report development included Karmen Carr, Alex Kangelaris, Darius Grayson, Patricia 
Taylor, Christopher Laughlin, Matthew Herman, Yusuf Makhkamov, and Mandy Ho, 
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Appendix H — Management Comments 



DEPARTMENT OF THE TREASURY 

WASt^NGTON. D.C. 20220 


July 15, 2009 


Neil M. Barofsky, Esq. 

Special Inspector General 
for the Troubled Assets Relief Program 
United States Department of the Treasury 
1 500 Pennsylvania Ave., N.W. 

Washington, D.C. 20220 

Re: SIG TARP U.se of Funds Report 
Dear Mr. Barofsky: 

Thank you for giving us the opportunity to review and comment on your draft report 
regarding the use of Troubied Assets Relief Program (TARP) funds by Capital Purchase 
Program (CPP) recipients. We share your desire to know whether expenditures of funds under 
the Emergency Economic Stabilization Act of 2008 (EESA) are helping to promote financial 
stability and liquidity, and ultimately helping consumers and businesses by enabling financial 
in-siitutions to provide credit and other financial services. It is a responsibility of the Department 
of the Treasury (Treasury) to determine what types ofreportingby TARP recipients are most 
useful in making that assessment. 

In discussing use ofT.ARP funds. It is important to distinguish between Trca.sury’s 
capital-enhancement pro^ams and its other program.^. The CPP, Capital Assistance Program 
and the programs under which exceptional assistance has been provided to AIG, Citigroup and 
Bank of America are designed to provide capital to cushion against losses and allow financial 
institutions to continue operating in the ordinary course of business, including lending to 
consumers and businesses. In order to serve its purpose, capital must be available tor general 
business purposes. By contrast. Treasury's home ownership preservation programs, Small 
Business Lending Initiative, Public-Private Investment Program, and Term Asset Backed 
Securities Loan Facility program impose specific restrictions on the use of TARP funds, and 
r«iuire controls and periodic reports to ensure that those restrictions arc respected. 

The responses of CPP participants described in your report illustrate the broad range of 
uses to which capital may be put, including building capital reserves, supporting lending and 
making investments. W'hilc those responses suggest the goals of EESA are being met, we think 
caution should be exercised in drawing conclusions from this data. Although it nvi^t he 
tempting to do so, it is not possible to say that investment of TARP dollars resulted in particular 
loans, investments or other activities by the recipient. 

This is a function of ba.sic accounting principles. Banks’ double-entr>'- bookkeeping 
systans do not trace ftie paths from creating liabilities (receiving capital) to investing in assets 
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(such as making loans). As the report notes at page 6, ‘the majority of recipients rijported that 
they did no! segregate TARP ftinds,” and than half of the banks that reported physical 

segregation of funds . . . staled that segregation was only a Icraporary measure pending fijture 
deployment of the funds.” Furthermore, "once received, the cash associated with the TARP 
fuiiding became indistinguishable from any other cash ^nirccs . . . In addition, money is 
fungible, and paving an expense from one source frees up cash to be used for other purposes. 
Even if TAR? investments could be traced to particular uses, those uses cannot be said to be 
attributable to tlie I’ARl^ investment if the same expenditures would have been made from other 
sources even in the absence of TARP funding. 


Treasury wants to see (he investments it has made translate as quickly as possible into 
additional lending to creditworthy borrowers and increases in other services and benefits to 
consumers and businesses. We r^ogni/e that banks must rebuild their capita! in light of the 
losses they have expericnc«l and may yet experience. They must also maintain appropnate 
standards for lending and other activities. Treasury does not inlaid to tell banks hov^' to run 
their businesses, but we will seek to collect and provide useful infonnation that can help 
determine if vve are making progress toward restoring financial stability. For example, Treasury 
believes that collecting and publishing data on aggregate lending levds addresses the issue that 
taxpayers are most concerned about. Accordin^y, Treasury has been producing a Monthly 
Lending and Intcnnediation Survey and Snapshot, w'hich contains quantitative information on 
three major categories of lending by the nation’s largest CPP banks. We are also producing an 
expanded CPP Lending Report, which reports on monthly average outstanding balances of 
consumer loans, commercial loans and total loans of all CPP recipients. Banks that seek capital 
under the Capital Assistance Program must submit a plan as to how they intend to use the 
assistance to strengthen lending capacity and must submit monthly repons on lending levels. 

1 he Treasury and Federal regulators also collect and publish other tvpcs of data on the condition 
of our financial instimiions and the activity in particular financial markets that can contribute to 
assessing tlie hcaltlt of our financial system. 


Wc wclcontc any additional suggestions you have as to the types of data that Treasury* 
should collect. Thank you again for giving us the opportunity to comment on your survey and 
please contact us if you have any que.stion.s. 


SiQc*cly„ ^ 



Herbert M. Allison, Jr. 

Assistant Secretary for Financial Stability 
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SIGTARP Hotline 


If you arc aware of fraud, waste, abuse, mismanagement or misrepresentations affiliated with the 
Troubled Asset Relief Program, please contact the SIGTARP I lotUne. 

By Onii.m‘ I 'orm : w\\^v , S I G 1" A R P - gov By Phone: Call toil free: (877) SK.t-2009 

By Fax: (202) 622-4559 

By Mail: Hotline: Office of the Special Inspector General 

For The Troubled Asset Relief Program 

1801 L Street 
W’aslrington, D.C. 20220 


Press Inquiries 


Please contact our Press Office if you have any inquires; 


Kristine Belisle 

Director of Communications 

Kris.BcUsic@do.treas.gov 

202-927-8940 


Legislative Affairs 

Please contact our Lcgislati^'c Affairs Office for Hill inquires: Lori Hat'man 

Legislative Affairs 

Lori.Hayman@do.Treas.gov 

202-927-8941 

Obtaining Copies of Testimony and Reports 

To obtain copies of testimony and reports please log on to our website at wvvw.sigrarp.gov 
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REVIEW & OUTLOOK 1 JUNE 25, 2009 

Abolish the Inspector General 

Either the adminbtration ought to abide by its own rules or get rid of the office. 

A core premise of the Obama campaign was that the Bush administration had corrupted 
government with political interference. Yet now it appears that this supposed manipulation was a 
problem because it was exercised by a Republican president. 

To wit, the White House is trying to encroach on the powers of the government's Inspectors 
General, the ombudsmen charged with safeguarding taxpayer dollars. First there was the abrupt 
firing of Gerald Walpin, an IG who pursued one of President Obama's political supporters in 
California for misusing federal volunteerism subsidies. Then there is the matter of Neil Barofsl^, 
a former federal prosecutor given the Sisyphean task of monitoring the $700 billion Troubled 
Asset Relief Program. 

According to a letter released last week by Iowa Republican Chuck Grassley, Treasury officers 
have told the TARP Special Inspector General that his office falls under the "direct supervision 
and direction" of Secretary Tim Geithner, which could compromise its independence. Already 
Mr. Barofsky has clashed with the administration "over certain Treasury documents that were 
being withheld from SIGTARP auditors on a specious claim of attorney-client privilege." 

Eventually he seems to have received the records, which reportedly deal with the administration's 
role in approving the AIG bonuses. As for his legal authority, the matter has been referred to the 
Justice Department for an opinion. In a redacted April 7 memo released by Mr. Grassley, Mr. 
Barofsky defended his independence, arguing that under TARP he "statutorily has unfettered 
access to Treasury's privileged as well as non-privileged documents" and that Congress had a 
"clear intention" to "not subject us to the [Treasury] Secretary's ability to shut down an audit or 
investigation" (his emphasis). 

Mr. Baiofeky is almost certainly right, given that Democrats created the IG post when they still 
had President Bush to kick around. It was a great idea when a GOP Treasury was passing out 
TARP funds but now is a nuisance when scrutiny could embarrass their man in the Oval Office. 

Recall too that the Bush years were clogged with media narratives about phantom political 
meddling. The dark genius of Karl Rove hovered over every policy decision. NASA scientist Jim 
Hansen and former Surgeon General Richard Carmona burnished their Beltway celebrity by 
claiming they were muzzled. Democrats waxed indignant about the supposed political purge of 
the U.S. Attorneys, the FDA on birth control and the EPA on everything. 

However unserious these nanoscandals were, given their animating impulse Mr. Walpin’s 
sacking and now the challenge to Mr. Barofsly’s autonomy would be front-page news had Mr. 
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Bush pulled them off. But the administration has gotten away with waving off the Barofsky affair 
as trivial and smearing Mr. Walpin as an old coot. 

Can we suggest an alternative? Abolish the IG position across the government. IGs were 
chartered by Democrats when Republicans kept winning the executive branch. While some of 
them sometimes produce valuable work, mostly they answer to Congress by teeing up 
pseudoscandals and serving as witnesses for the prosecution. Their probes do nothing to curb 
federal spending, so why waste the money? 

Mr. Obama professed to love the Inspectors General as a Senator, and he cosponsored legislation 
that bolstered their autonomy and required the president to give Congress a month's notice and a 
reason before firing an IG. Either the administration ought to abide by its own rules or get rid of 
the office. 

Printed in The Wall SU^eet Journal, page A14 
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